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SECURITIES ACT 





SECURITIES ACT OF 1933 
Release No. 5550/December 20, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11147/December 20, 1974 


ACCOUNTING SERIES 
Release No. 165/December 20, 1974 


NOTICE OF AMENDMENTS TO REQUIRE INCREASED 
DISCLOSURE OF RELATIONSHIPS BETWEEN REGIS- 
TRANTS AND THEIR INDEPENDENT PUBLIC 
ACCOUNTANTS 


The Securities and Exchange Commission today adopted 
certain amendments of Form 8-K, Regulation S-X and 
Schedule 14A of the proxy rules. These amendments were 
originally proposed on October 11, 1974, in Securities Act 
Release No. 5534. Based on the comments received in re- 
sponse to that proposal, several modifications have been 
made which are discussed in this release. 


One of the underpinnings of the Commission's adminis- 
tration of the disclosure requirements of the federal 
securities laws is its reliance on the reports of independent 
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These reports provide the assurance of an outside expert's 
examination and opinion, thereby substantially increasing 
the reliability of financial statements. 


The decision that the Commission and investors should 

rely on independent public accountants for the audit of 
financial statements was made by Congress when it enacted 
the Securities Acts forty years ago, and in the judgment of 
the Commission this system has worked effectively in the 
interests of investors. The independence of these profession- 
als both in fact and appearance is an essential ingredient in 
the system, and the Commission has taken a number of 
steps to strengthen this independence. The amendments 
adopted herein are a further effort in this direction. 


in recent years, the Commission has described in several 
releases situations in which it concluded that the neces- 
sary independence did not exist due to economic or per- 
sonal relationships between accountant and client. In this 
way, it assisted the accounting profession’s own standard 
setting bodies in the creation of credible and useful stand- 
ards of independence for the profession as a whole. This 
rpocess is a continuing one. 


In addition, the Commission, starting in 1971, has required 
specific disclosure in a timely Form 8-K filing of any change 
in principal accountants made by the registrant, including 
disclosure of any disagreement between the registrant and 
its principal accountant in the eighteen months prior to 

the change which could have required or did require men- 
tion in the accountant’s report. This was designed to 
strengthen accountants’ independence by discouraging the 
practice of changing accountants in order to obtain more 
favorable accounting treatment. 


In 1972, in Accounting Series Release No. 123, the Com- 
mission urged registrants to create an audit committee of 
the outside members of the Board of Directors in order 

to provide for more effective communication between in- 
dependent accountants and outside directors. It was be- 
lieved that such a committee would lessen the accountants’ 
direct reliance on management and would put them direct 
ly in touch with outside members of the Board whose per- 
formance was less specifically being reported on in finan- 
cial statements, thus increasing the accountants’ inde- 
pendence. 


Finally, the Commission and its staff have for many years 
offered support to accountants in numerous conferences 
and in informal administrative determinations of what 
reporting procedures should be followed in particular 
factual circumstances. The Commission’s general refusal 
to accept opinions qualified in regard to audit scope or 
accounting principle as satisfying the Acts’ requirements 
for certified financial statements has also strengthened 
the accountants’ independence. 


The Commission believes that the necessary independence 
of accountants does exist. It has noted with approval re- 
ports in which the accountants have evidenced their inde- 
pendence by bringing significant information to the atten- 
tion of investors. For example, in one recent case an in- 
dependent accountant reported that its client’s account- 
ing procedures, while acceptable under generally accepted 
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public accountants on the financial statements of registrants. 





accounting principles, were not those which the firm be- 
lieved best reported financial results under the particular 
factual circumstances. In another case, an independent 
accountant while reporting on a five-year summary of 
earnings noted in its report that the accounting principles 
used to account for a transaction in an unaudited interim 
period subsequent to the five-year period were such that 
had the firm been required to report on this period an ad- 
verse opinion would have been required. After discussions 
with the staff in this case, the registrant ultimately revised 
the interim statements. 







It is essential that both the fact and the appearance of in- 
dependence be sustained so that the confidence of the { 
investing public in the reliability of audited financial 
statements and the integrity of the public accounting pro- 
fession will be maintained and enhanced. To this end, the 
Commission has concluded that it is desirable to increase 

the level of disclosure regarding relationships between 
independent accountants and their clients. 


Accordingly, the Commission is adopting herewith a 

number of amendments to its forms and rules designed to 
enhance the accountant’s independence by increasing dis- \ 
closure of auditor-client relationships. 


First, Item 12 of Form 8-K under which changes in account 
ants must currently be reported is amended to expand the 
disclosures required and to clarify the intent of the item. 
The changes made and the reasons therefor are as follows: 





1. The resignation (or declination to stand for re-election 
after completion of the current audit) and dismissal of ac- «: 
countants would be reportable events as well as the engage WF 
ment of a new accountant. In the past, when only the engage- 
ment of a new accountant triggered the reporting require- 
ment, there was sometimes considerable delay in bringing 
significant disagreements to the attention of investors. 
Under the new rule, timely disclosure is required. This may 
mean on some occasions that two reports on Form 8-K will 
be required for a single change of accountants, the first on 
the resignation (or declination to stand for re-election after 
completion of the current audit) or disrnissal of the previous 
accountant and the second where a new accountant is se- 
lected. In such a case, information filed in connection with | 
the first report may be incorporated by reference in the 
second. 


A special variant of resignation, declination to stand for re 
election after completion of the current audit, was not 
recognized in Securities Act Release No. 5534 which pro- 
posed these amendments. It is specified as a trigger for re- | 
porting in the adopted amendments because of a recogni- 

tion that, where an auditor declines to stand for re-election | 
after completion of his current audit, such action is the 
substantive act of resignation, rather than the later time | 
when his current engagement is terminated. 








Changes in the independent accountant for a significant sub- 
sidiary on whom the principal accountant expressed reli- 
ance also become reportable events. The proposal did not 
restrict this modification of existing rules to a significant 
subsidiary and thus would have required reporting of 
changes which are minor in relation to the consolidated 
whole and of changes by non-controlled investee companies. 
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For these purposes, significant subsidiary is as defined in Re- 
gulation S-X Rule 1-02, except that a non-incorporated seg- 
ment such as a division which met the size tests of the defini- 
tion would be included. 


In some circumstances, a report would be required regarding 
an accountant who did not report on financial statements of 
the registrant. For example, where Accountant A reported 
on the financial statements of the prior year, Accountant B 
was engaged for the current year but was replaced by Ac- 
countant C before he completed any examination, reports on 
Form 8-K would be required with respect to the change from 
Accountant A to Accountant B and from Accountant B to 
Accountant C. 


2. The item would require disclosure as to whether the prin- 
cipal accountants’ reports for either of the past two years 
contained an adverse opinion or a disclaimer of opinion or 
was qualified as to uncertainty, audit scope or accounting 
principles. Based on comments received, the language was 
modified to make clear that ‘‘consistency” exceptions need 
not be reported in this item. This disclosure will assist users 
of Form 8-K to determine whether there were any items in 
the previous two years which were of such an unusual and 
material nature that disclosure was required in the account- 
ants’ report. Although such data are on file elsewhere in 
most cases, including them in the 8-K report will bring 
together in one place information which is relevant in the 
evaluation of auditor-client relationships. 


3. The period prior to the date of the change of accountants 
for which disagreements of sufficieint importance to warrant 
mention in the accountants’ report if not resolved must be 
reported is extended from eighteen months to the period 
which includes the two most recent fiscal years and the sub- 
sequent interim period. The previous requirement was not 
sufficient to assure reporting of such disagreements in the 
previous two audits, and since two-year comparative state- 
ments are normally presented this seems the minimum period 
which should be covered. 


4. The item is amended to clarify the intent of the present 
item which was to require a description of all disagreements, 
including those where the disagreement was resolved to the 
satisfaction of the accountant. This clarification was neces- 
sary as a result of the experience gained from analyzing 

8-Ks filed in which no description was given of disagreements 
or in which a simple statement was made that there were no 
unresolved disagreements and staff follow-up was required 

to obtain the necessary information. Some commentators on 


Securities Act Release No. 5534 which proposed these arnend- 


ments requested clarification of whether disagreements at 
lower staff levels are required to be reported. Disagreements 
contemplated by this rule occur at the decision-making level; 
i.e., between personnel of the registrant responsible for pre- 
sentation of its financial statements and personnel of the 
accounting firm responsible for rendering its report. 


5. The term “‘disagreements” should be interpreted broadly 
in responding to this item. For example, if an accountant 
resigned or was dismissed after advising the registrant that 
he had concluded that internal controls necessary to develop 
reliable statements did not exist, this would constitute a re- 
portable disagreement in the event of a change of account- 
ants. Similarly, if an accountant were to resign or be dismiss- 


ed after informing the registrant that he had discovered 
facts which led him no longer to be able to rely on manage- 
ment representations or which made him unwilling to be 
associated with statements prepared by management, such 
situations would constitute reportable disagreements. 


6. The item is amended to require that the registrant's 
statement as to whether any disagreements existed be in- 
cluded in the Form 8-K filing rather than in a separate letter 
attached to the filing and to require that copies of the ac- 
countant’s letter be filed as an exhibit with all 8-K copies 
filed. These changes are intended to simplify the filing pro- 
cedure and to clarify the Commission's intent that the re- 
gistrant’s description of disagreements, if any, and the ac- 
countant’s concurrence or non-concurrence therewith be 
included in the Form 8-K (or attached as an exhibit). Under 
the existing rule, a few registrants have submitted letters 
separate from the Form 8-K filing with the result that the 
full disclosure of any disagreement was not readily available 
to the public. 


7. When a change in independent accountants occurs so 
that the accountant being replaced is aware that a Form 
8-K should be filed reporting the event, he might well 
bring that reporting responsibility to the attention of the 
registrant. If he becomes aware that the required reporting 
has not been made, e.g., because he has not been requested 
to furnish a letter as required by Form 8K, Item 12(d), he 
should consider advising the registrant in writing of that re- 
porting responsibility with a copy to the Commission. 


Second, Regulation S-X is amended to require disclosure in 
a note to the financial statements of any material disagree- 
ment on any matter of accounting principles or practices or 
financial statement disclosure reported in Item 12 of Form 
8-K within twenty-four months of the date of the most re- 
cent financial statements in a filing. This disclosure is be- 
lieved necessary to put readers of the financial statements 
on notice that such a disagreement existed which could have 
significantly affected the statements 


In addition, this amendment requires footnote disclosure of 
any transactions or events occurring during the fiscal year 

in which the change of accountants took place or during the 
subsequent fiscal year which are similar to any transactions 
or events which gave rise to a reported disagreement and are 
differently accounted for. This would include cases in which 
a disagreement arose during the year of change and the same 
transaction or transactions which gave rise to the disagree- 
ment was accounted for in a different manner than that 
which the previous accountant concluded was necessary. 


If such transactions which raise the same issues of account- 
ing principle application or disclosure are material and are 
accounted for in a manner different from that which the 
former accountant apparently concluded was required, dis- 
closure must be made of the effect on the financial state- 
ments if the accounting method specified by the former 
accountant had been followed. Also, if disclosure which 
the former accountant apparently concluded was required 
regarding such events or transactions has not been made 
elsewhere in the financial statements, it should be made in 
the footnote required by this rule. The proposal was modi- 
fied to not require such disclosure where the method 
asserted by the former accountant ceases to be generally 
accepted because of standards subsequently issued. This 
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disclosure will make investors aware of situations where al- 
ternative accounting approaches may be followed and are 
favored by at least one professional accountant, and the 
effect of such alternative approaches. In addition, it is be- 
lieved that such disclosure requirements may have the effect 
of discouraging shifts in accountants simply to obtain approv- 
al of an alternative accounting approach. If registrants and 
their present independent accountants believe that the dis- 
closure of the effect of applying the alternative accounting 
approach favored by the predecessor accountant would not 
be significant to investors in the circumstances, they may 
submit a statement to that effect to the staff which will 
consider a waiver of the rule. 


Finally, a number of amendments are made to Item 8 of 
Schedule 14A of the proxy rules to require additional dis- 
closures in the proxy statement of the relationships between 
issuers and independent public accountants. Since this dis- 
closure is unlikely to be relevant to other solicitations, it is 
required only for annual meetings of securities holders or 
where financial statements are required pursuant to Item 
15. These changes and the reasons therefor are as follows: 


1. Disclosure of the principal accountant selected or to be 
recommended to shareholders for election, approval or rati- 
fication for the current year. This requirement is designed 
to make stockholders aware of the identity of the inde- 
pendent accountant of record for the current year, even in 
cases when the shareholders are not asked to take formal 
action to approve his selection. The Commission believes 
that such knowledge will enhance the stockholders’ recog- 
nition of the role of the independent accountant. 


2. Disclosure is required of the name of the principal ac- 
countant for the previous year if different from that se- 
lected or recommended for the current year or if no ac- 
countant has been selected for the current year. This dis- 
closure is designed to inform the stockholder when a 
change in accountants has occurred and who the independ- 
ent accountant of record is in cases where no action has 
been taken to select an accountant for the current year. 


3. Disclosure of disagreements between accountant and 
issuer reported on a Form 8-K filed to report a change in 
accountant during the past year is required. The disclosure 
is designed to call disagreements to stockholders’ attention 
so that they may be more fully informed of the relation- 
ships between accountant and issuer. Since any disagree- 
ment must by its nature have two sides, it seems desirable 
that both sides have an opportunity to review its descrip- 
tion in the interests of obtaining a balanced and complete 
presentation. Accordingly, the issuer is required to sub- 
mit the description included in the preliminary proxy 
material to the accountant, and if the accountant believes 
that the description is incorrect or incomplete he may in- 
clude a brief statement, ordinarily expected not to exceed 
200 words, in the proxy statement presenting his view of 
the disagreement. In recognition of valid comments re- 
ceived, the time for submitting such statement to the 
issuer was extended to ten days and provision for flexi- 
bility in the number of words was made. 


4. Disclosure is required of whether or not representatives 
of the principal accountants for the current year and the 

most recently completed fiscal year are expected to be pre- 
sent at the stockholders’ meeting with the opportunity to 
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make a statement and available to respond to appropriate 
questions. The Commission believes that it is desirable for 
communication between stockholders and their independent 
accountants to be encouraged. While the principal communi- 
cation is the accountant’s report on financial statements, 
there may be some matters which the accountants wish to 
bring to the attention of stockholders and there may be 
questions which stockholders wish to address to the account- 
ants. This disclosure will emphasize the existence of this op- 
portunity for communication when it is available. 


5. Disclosure is required of the existence and composition of 
the audit committee of the Board of Directors. The Commis- 
sion has already expressed its judgment that audit committees 
made up of outside directors have significant benefits for a 
company and its shareholders (Accounting Series Release 
No. 123). This disclosure will make stockholders aware of 
the existence and composition of the committee. If no 

audit or similar committee exists, the disclosure of that fact 
is expected to highlight its absence. 


6. The current requirement in Item 8 for disclosure of any 
financial interests of any accountant who is being selected 
or approved by stockholders of the issuer or certain other 
relationships which existed during the past three years is 
rescinded inasmuch as the accountant, who must be inde- 
pendent of the issuer, is precluded from having such rela- 
tionships by the accounting profession’s (and the Commis- 
sion’s) standards for independence of accountants. 


The text of the amendments to Form 8-K, Regulation S-X 
and Schedule 14A of the proxy rules follows. Material added 
is italicized or designated as new and material deleted is 
lined through. 


Form 8-K. \tem 12 and EXHIBITS is revised as given below: 
Item 12. Changes in Registrant’s Certifying Accountant. 


If an independent accountant has-been who was previously 
engaged as the principal accountant to audit the registrant's 
financial statements whe-was Ret-the-prineipal- accountant 
tor-the -registrant's-moestrecently-fed-eertified-finaneial 
statements resigns (or indicates he declines to stand for re- 
election after the completion of the current audit) or is dis- 
missed as the registrant’s principal accountant, or another 
independent accountant is engaged as principal accountant, 
or if an independent accountant on whom the principal 
accountant expressed reliance in his report regarding a sig- 
nificant subsidiary resigns (or formally indicates he declines 
to stand for re-election after the completion of the current 
audit) or is dismissed, or another independent accountant 
is engaged to audit that subsidiary: 


(a) State the date whern-stieh-independent-eceount-was-en- 
gaged of such resignation (or declination to stand for re- 
election), dismissal or engagement. Fhe-egistrant-shalt-alse 
furnish-the-Commission-with-aseparate letter-stating .... 
(balance of item deleted). 


(b) State whether in the-eighteen-mentks connection with 
the audits of the two most recent fiscal years and any sub- 
sequent interim period preceding such resignation, dismissal 
or engagement there were any disagreements with the form- 
er accountant on any matter of accounting principles or 
practices, financial statement disclosure, or auditing scope 
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or procedure, which disagreements if not resolved to the sat- 
isfaction of the former accountant would have caused him 
to make reference in connection with his report to the sub- 
ject matter of the disagreement/(s), also, describe each such 
disagreement. The disagreements required to be reported in 
response to the preceding sentence include both those re- 
solved to the former accountant’s satisfaction and those not 
resolved to the former accountant’s satisfaction, Disagree- 
ments contemplated by this rule are those which occur at 
the decisionmaking level; i.e., between personnel of the re- 
gistrant responsible for presentation of its financial state- 
ments and personnel of the accounting firm responsible for 
rendering its report. 


(c) State whether the principal accountant’s report on the 
financial statements for any of the past two years contain- 
ed an adverse opinion or a disclaimer of opinion or was 
qualified as to uncertainty, audit scope, or accounting 
principles; also describe the nature of each such adve 
opinion, disclaimer of ovinion, or qualification. 


(d) The registrant shall request the former accountant to 
furnish the registrant with a letter addressed to the Com- 
mission stating whether he agrees with the statements 
contained +7 the letter-of-the-registrant made by the regis- 
trant in response to this item and, if not, stating the re- 
spects in which he does not agree and-the-registrant-shat 
furrnish-sueh-tetter-to-the-Gemmission-tegether-with +ts- 
own: The registrant shall file a copy of the former ac- 
countant’s letter as an exhibit with all copies of the Form 
8-K required to be filed pursuant to General Instructions 
F. 


EXHIBITS 


Instruction 7. Letters from the-registrant-and the independ- 
ent accountants furnished pursuant to Item 12/(d), 


* * * * 


Regulation S-X. A new rule designated as (s) is added to 
Rule 3-16 as given below. 


* * * * ° 


Rule 3-16(a) to (r) (No change) 


(s). Disagreements on accounting and financial disclosure 
matters.--\f, within the twenty-four months prior to the date 
of the most recent financial statements, a Form 8-K has 
been filed reporting a change of accountants and included 

in such filing there is a reported disagreement on any matter 
of accounting principles or practices or financial statement 
disclosure, and if such disagreement, if differently resolved, 
would have caused the financial statements to differ materi- 
ally from those filed, state the existence and nature of the 
disagreement. In addition, if during the fiscal year in which 
the change in accountants took place or during the subse- 
quent fiscal year there have been any transactions or events 
similar to those which involved a reported disagreement and 
if such transactions are material and were accounted for or 
disclosed in a manner different from that which the former 
accountants apparently concluded was required, state the 
effect on the financial statements if the method which the 





former accountant apparently concluded was required had 
been followed. The effects on the financial statements need 
not be disclosed if the method asserted by the former account- 
ant ceases to be generally accepted because of authoritative 
standards or interpretations subsequently issued. 


* * * * . 


Regulation 14A. \tem 8 of Schedule 14A is revised as given 
below. 


Schedule 14A. Information Required In Proxy Statement. 


Item 8. {Selection-of-auediters) Relationship with Independ- 
ent Public Accountants 


Existing paragraph under the item (deleted). 


If the solicitation is made on behalf of management of the 
issuer and relates to an annual meeting of security holders 
at which directors are to be elected, or financial statements 
are included pursuant to Item 15, furnish the following 
information describing the issuer’s relationship with its inde- 
pendent public accountants: 


(a) The name of the principal accountant selected or being 
recommended to shareholders for election, approval or 
ratification for the current year. If no accountant has been 
selected or recommended, so state and briefly describe the 
reasons therefor. 


(b) The name of the principal accountant for the fiscal 
year most recently completed if different from the account- 
ant selected or recommended for the current year or if no 
accountant has yet been selected or recommended for the 
current year. 


(c) If a change or changes in accountants have taken place 
since the date of the proxy statement for the most recent 
annual meeting of shareholders, and if in connection with 
such change(s) a disagreement between the accountant and 
issuer has been reported on Form 8-K or in the accountant’s 
letter filed as an exhibit thereto. the disagreement shall be 
described. Prior to submitting preliminary proxy material 
to the Commission which contains or amends such descrip- 
tion, the issuer shall furnish the description of the disagree- 
ment to any accountant with whom a disagreement has 
been reported. If that accountant believes that the descrip- 
tion of the disagreement is incorrect or incomplete, he may 
include a brief statement, ordinarily expected not to exceed 
200 words, in the proxy statement presenting his view of 
the disagreement. This statement shall be submitted to the 
issuer within ten business days of the date the accountant 
receives the issuer’s description. 


(d) The proxy statement shall indicate whether or not 
representatives of the principal accountants for the current 
year and for the most recently completed fiscal year are 
expected to be present at the stockholders’ meeting with 
the opportunity to make a statement if they desire to do 
so'and whether or not such representatives are expected 

to be available to respond to appropriate questions. 


(e) If the issuer has an audit or similar committee of the 
Board of Directors, state the names of the members of the 
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committee. If the Board of Directors has no audit or similar 
committee, so state. 


The foregoing amendments are adopted pursuant to authority 
in Sections 6, 7, 8, 10 and 19(a) of the Securities Act of 
1933; and Sections 12, 13, 15(d) and 23(a) of the Securities 
Exchange Act of 1934. The amendments to Form 8-K and 

to Regulation 14A shall be effective for Forms 8-K and proxy 
statements filed subsequent to January 31, 1975. The amencd- 
ment of Regulation S-X shall be effective with respect to fi- 
nancial statements filed for periods beginning on or after Jan- 
uary 1, 1975. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5551/December 23, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11150/December 23, 1974 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18723/December 23, 1974 


ACCOUNTING SERIES 
Release No. 166/December 23, 1974 


DISCLOSURE OF UNUSUAL RISKS AND UNCERTAIN- 
TIES IN FINANCIAL REPORTING 


In recent months, the Commission has noted with consid- 
erable concern a number of situations in which significant 
and increasing business uncertainties have not been fully 
reflected in the financial reporting of registrants. These 
have included cases in which unique or special circum- 
stances have arisen which affect an enterprise’s ability to 
measure current results, cases in which changing economic 
circumstances have substantially changed the risk char- 
acteristics of certain assets and cases in which assumptions 
which underlie the use of certain accounting principles in 
certain situations have become subject to substantial un- 
certainty. 


The Commission recognizes that a large number of esti- 
mates are required in the preparation of all financial state- 
ments. Management must estimate the economic life of 
assets, the magnitude of mineral resources, the outcome 
and timing of long-term contracting activities, the outcome 
of legal and regulatory matters, the collectibility of re- 
ceivables and many others. Since investors are aware of 
the need for such estimates, in the normal case it is not 
necessary for management to point out that they have 
been made and to indicate that some uncertainty exists 

as a result. Indeed, such disclosure would amount to little 
more than “boiler plate’ which would not be useful to 
investors. 


On the other hand, when unusual circumstances arise or 
where there are significant changes in the degree of business 
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uncertainty existing in a reporting entity, a registrant has 
the responsibility of communicating these items in its finan- 
cial statements. It is not sufficient to assume that the num- 
bers shown in conventional fashion on the face of the finan- 
cial statements will adequately inform investors. The basic 
accounting model is by its very nature a single valued one 
in which a single best estimate is reflected in the face of the 
statements. While in most cases, this presentation effective- 
ly communicates business financial position and results of 
operations, under some conditions of major uncertainty it 
may not adequately inform investors of the realities of a 
business being reported. In such cases, registrants must 
consider the need for substantial and specific disclosure of 
such uncertainties and, in extreme cases, the need for de- 
viation from the conventional reporting model. In addi- 
tion, independent public accountants must consider the 
need for disclosure of such undertainties in their report. 




















A number of examples of such uncertainties and the kinds 
of disclosures which may be appropriate are discussed be- 
low for illustrative purposes. This list is not intended to 
be all inclusive and could not be since changing conditions 
produce new uncertainties and resolve old ones on a con- 
tinuing basis. 





Loans and Loan Loss Reserves of Financial Institutions 


In several industries, severe economic problems have de- 
veloped in 1974. This has been particularly true in the real 
estate area where high interest rates, increasing construction 
costs and difficulties in renting or selling completed projects 
have threatened the survival of many enterprises. Companies 
with substantial equity investments in or credit extensions 
to such enterprises have therefore had to face the problem 
of determining the value of such assets, and in most cases 

a very wide range of possible values exist depending upon 
various assumptions about the future. 
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Companies, such as real estate investment trusts, which find 
themselves in such a position should make disclosures be- 
yond the actual amount of loan loss reserve provided to en- 
able investors to obtain a more complete picture of uncer- 
tainties involved. For example, in addition to the disclosures 
required under Rules 12-42 and 12-43 of Regulation S-X, 
narrative disclosures might be made of the adequacy of any 
security interest held in terms of current realizable value, 
the amount of loans delinquent and the extent of the de- 
linquencies, the concentration of the portfolio in particular 
markets and the economic conditions in those markets, the 
sensitivity of the portfolio to specific economic variables 
such as changing interest rates and local employment con- 
ditions and the extent to which income continues to be 
accrued on various assets in the portfolio. To the extent 
possible, these disclosures should be specific, not general. 
They should describe both positive and negative factors. 





While the real estate industry has been a particular problem 
area, loan loss reserve problems of financial institutions are 
by no means limited to this area. Surveys of loan losses of 
banks, for example, have indicated that during the period 
1969-1973, loan losses as a percentage of loans outstand- 
ing have doubled while the valuation portion of the reserve 
for loan losses has declined substantially. In addition, cur- 
rent economic conditions have resulted in a substantial in- AMI 
crease in borrowers who are experiencing financial difficul- ' 
ties. 
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A significant factor contributing to the decline in reserves 
is apparently the sole reliance by some registrants on the 
minimum provision for loan losses resulting from applying 
regulatory formulae for minimum provisions described in 
the regulations of banking authorities. It should be empha- 
sized that such formulae can only be viewed as a starting 
point in determining the necessary provisions to absorb 
future loan losses. As set forth in Regulation F of the Fed- 
eral Reserve Board, an estimated amount for loan losses in 
excess of the minimum amount should be provided when 
judged appropriate. If, as may be the case with many re- 
gistrants in 1974, the minimum provision results in a val- 
uation reserve balance less than an amount adequate to 
reflect the risks in the year-end loan portfolio, registrants 
must provide the amount necessary to insure the adequacy 
of the reserve. 


In addition to the adequacy of valuation reserves, it is im- 
portant that financial institutions make appropriate finan- 
cial statement disclosures to enable investors to understand 
the nature and current status of their portfolios. This 
should encompass a sufficient breakdown of assets to give 
the investor insight into investment policies, lending prac- 
tices and portfolio concentration. Banks, for example, have 
generally disclosed “loans” as a single item in the balance 
sheet, even though the item frequently amounts to more 
than 50% of earning assets. In such cases, it would seem 
desirable to furnish in the balance sheet or the notes there- 
to an additional analysis of loan categories, perhaps such 

as that required by Schedule II! of Form F-9 of Regula- 
tion F of the Federal Reserve Board. 


Additional disclosures should also be considered in cases 
where there have been substantial changes in the risk 
characteristics of portfolios, even when increased provi- 
sions for losses have been made. Where, for example, 

loans which are considered doubtful as to collectibility 

have materially increased, or where there have been large 
increases in delinquencies, loans extended or renegotiated 
under adverse circumstances, or other evidences of changed 
risk, registrants should expand on normal disclosures to 
highlight such factors. 


Marketable Securities 


The substantial decline in the market value of common 
stocks which has occurred in 1974 has resulted in many 
companies holding portfolios where the year-end market 
value is below cost and hence where the risk of investment 
loss has materially increased. Generally accepted account- 
ing principles require that write downs to market be made 
by a charge in the income statement in cases where mar- 
ket declines are not due to a temporary condition. Regis- 
trants and their independent accountants must carefully 
review investment portfolios to determine whether evi- 
dence indicates that a provision for loss is necessary. 


If registrants and their independent accountants conclude 
that no provision for toss is required in the case of a port- 
folio where market value is below cost at the balance 
sheet date, it is particularly important that full disclosure 
of the market decline and the potential for loss on the 
basis of year-end market values be made. In such case, 

' consideration should be given to including disclosure on 

|| the face of the balance sheet (in the investment section) 


and the income statement (in the investment income section). 





In addition, comments on market value changes should be 
included in ‘‘Management’s Discussion and Analysis of the 
Summary of Earnings” described in Accounting Series Re 
lease No. 159. 


Declines in the market value of common stocks are particu- 
larly significant in the insurance industry. In this industry, 
current practice permits common stock portfolios to be 
carried on the balance sheet at market values with cost dis- 
closed parenthetically even though gains and losses are re- 
flected in the income statement on a realized basis. Under 
current market conditions, it would appear desirable for all 
insurance companies to consider adopting this approach. 


By making these comments the Commission does not intend 
to prejudge the many complex accounting issues in connec- 
tion with marketable securities which must be addressed in 
a systematic way by the Financial Accounting Standards 
Board. 


Deferral of Fuel Costs by Public Utilities 


During the past year, there have been substantial increases 
in the fuel costs of public utilities. In many cases, public 
utility commissions have permitted these increased costs to 
be passed on to users through a “fuel adjustment clause” 
under which increased costs paid in one period may be direct- 
ly billed to users in a subsequent period. These costs have in 
some cases been deferred as assets by utilities and matched 
against revenues in the period when they are billed. While 
such an accounting approach may not be inappropriate in 
circumstances where a direct right of pass through exists, 
uncertainties exist in some cases as to whether public utility 
commissions will permit the recovery of these deferred costs 
at a time when full new rate schedules are adopted. In cases 
where public utility commission orders do not assure such 
recovery, registrants should make disclosure of the uncer- 
tainty as to recovery which may exist and the effect on the 
financial statements of a failure to recover these costs. 


Cost of Raw Materials Where Price Is Still Under Negotia- 
tion 


During the past year, companies in the petroleum industry 
who source crude oil in foreign countries have had to deal 
with problems of unusual uncertainties. Because of un- 
completed negotiations concerning the take over of owner- 
ship by foreign governments and because crude oil ac- 
quired in 1974 was expected to be subject to the price de- 
terminations of the finally negotiated agreement, such 
companies have had to estimate the cost of crude oil cur- 
rently being used in reporting results. 


Where such unusual circumstances exist and where changes 
in estimates would have a significant impact upon reported 
results, expanded disclosure should be provided to enable 
investors to appraise the magnitude of the risks involved. 
Such disclosure should be highlighted in presentations of 
financial information. 


The disclosure should include a description of the unusual 
circumstances involved, a description of the types of 
assumptions made by management when preparing financial 
reports, and an indication of the sensitivity of current and 
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of the uncertainties involved. 


It would be appropriate to set forth such narrative discus- 
sions as part of the statement of accounting policies, as a 
separate note to financial statements or by a parenthetical 
statemént on the face of the statements. 


Small Number of Projects with Dominant Effect on Re- 
sults 


In some circumstances, registrants are in a position where 
the outcome of one or a very msall number of projects will 
have a dominant effect in determining the company’s suc- 
cess or failure. These projects are frequently subject to 
substantial uncertainties. Examples are major aircraft pro- 
jects by airframe manufacturers, major construction proj- 
ects by a contractor, or major mineral exploration projects 
by an extractive industries company. In each case, the in- 
dividual project is of an extremely large size relative to the 
size of the company. 


In such cases, estimates of future success may be necessary 
in order to present financial statements on a going con- 
cern basis, and the degree of that future success may have 
to be predicted to some explicit degree in order to present 
an income statement covering current operations. Ina 
major aircraft project, for example, accounting for the 
present will require some estimate of the total number of 
units to be sold over the life of the project and the length 
of time over which those units will be sold, since aggregate 


costs must be spread over the units in the program. In addi- 


tion, estimates must be made of changing levels of cost 
taking into account production experience (the learning 
curve) and inflationary effects. 


While the Commission has recently amended its financial 
disclosure requirements (in Accounting Series Release No. 
164) to obtain better disclosure of long-term contract 
activities in all cases, those situations in which one or a 
few estimates subject to substantial uncertainty will have 
a dominant effect must be additionally considered. 


In such cases, disclosure of the sensitivity of results to 
estimates must be emphasized. This may be done in the 
face of the financial statements by modifying appropri- 
ate captions. Another possible approach to be considered 
in unusual circumstances is revising the basic format of 
conventional financial statements to reflect a range of 
outcomes. In addition, substantial footnote discussion of 
results under alternative assumptions should be consider- 
ed. 


The Commission believes that the most appropriate pre- 
sentation in such cases will depend upon the facts of the 
particular case, but feels that it should emphasize the 

need for comprehensive and fully highlighted disclosure. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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prospective earnings to changes in such assumptions caused 
either by changing circumstances or the final determination 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11146/December 19, 1974 






Following a review of materials submitted to the Commission 
by the Chicago Board Options Exchange, Inc. amending the 
CBOE’s plan to list and trade options, the Commission re- 
leased the following letter from the Division of Market Regu- 
lation to the CBOE stating that the Commission had not dis- 
approved the amendments to CBOE’s plan: 







Mr. Joseph Sullivan, President 
Chicago Board Options Exchange, Inc 
La Salle at Jackson 

Chicago, Illinois 60604 | 





Dear Mr. Sullivan: 


By letter dated October 31, 1974 to Martin Moskowitz of 
this Division, the Chicago Board Options Exchange, Inc. 

(the ““CBOE”’) filed, pursuant to Rule 9b-1 under the Secur- 

ities Exchange Act of 1934 as amendments to the options | 
trading plan (the ‘‘Plan’’) of the CBOE, amendments to the 

rules of the CBOE (the ‘CBOE Rules’) amending CBOE 
Rules 12.3(a)(5), 12.3(b), 12.3(c), and 12.5 and deleting 

CBOE Rules 12.4 and 12.6 (the ““Margin Amendments”). | 
The Commission has authorized me to inform you that the 
Commission has considered the Margin Amendments and 

has not disapproved them. | would appreciate, however, non 4 
ing from you in the near future on several matters related to 
capital margin. 


At the present time, CBOE Rule 8.3 recognizes certain per- 
sons who do not have a continuing obligation as market 

makers with respect to any specified class or classes of op- 

tion contracts and extends to them the margin and capital 
privileges intended for persons who do have such a contin- 

uing obligation to the marketplace. We are of the view that | 
it may not be appropriate to grant the margin and capital | 
treatment provided in CBOE Rule 13.1 to such parties and 
suggest that the CBOE consider amending its rules in this 
regard. 


in addition, in connection with our review of market-maker 
financial responsibility requirements, we recommend that 
the CBOE consider development of a program, possibly | 
similar in effect to NYSE Rule 431(d)(2)(1), which would 
assure that CBOE clearing members who are members of the | 
Options Clearing Corporation (the ‘““OCC’’) and who main- 

tain the accounts of option market-makers or specialists do | 
not extend themselves unduly by carrying significantly 

greater uncovered short positions in options than the clear- | 
ing member's excess net capital can absorb and thereby ex- 
pose the clearing members’ public customers. | 


In addition, we note that CBOE Rule 12.3(b) will not re- 
quire margin on short option positions to the extent that 
they are covered by long convertible securities or warrants 
exchangeable or convertible within 90 days. Situations arise 4 j 
in which such securities have been called or have a very a 








sion 
he 


»gu- 
lis- 





er 








short period until expiration date. We believe that the 
CBOE should consider whether such margin treatment is 
appropriate in those situations where convertible securities 
or warrants may be called prior to the expiration of the 
short option position or whether a short option position 
should be treated as uncovered during some period prior 
to a covering warrant’s expiration date or after a convert- 
ible security has been called. 


By letter dated October 31, 1974 to Martin Moskowitz of 
this Division, and as amended on December 11, 1974 the 
CBOE filed, pursuant to Rule 9b-1 as an amendment to the 
Plan, amendments and agreements (the ‘““Amendments”’) 
providing for the operation and establishment of the OCC 
as a common clearing facility for the issuance, clearing and 
settlement of exchange-traded options, including options 
traded on the CBOE. The Amendments comprise amend- 
ments to OCC’s certificate of incorporation, by-laws and 
rules and a draft stockholders agreement and a draft par- 
ticipant exchange agreement among the OCC, the CBOE, 
the American Stock Exchange, Inc. (the ‘““Amex’’) and 
such other options exchanges as may become parties to 
either thereof. In addition, the CBOE furnished the staff 
with various materials related to the Amendments and, 

by letter dated December 16, 1974, the CBOE and the 
OCC made certain undertakings. 


The Commission has concluded that the establishment and 
operation of OCC as a common clearing entity is necessary 
and appropriate for the clearing and settlement of ex- 
change-traded options and for the protection of investors 
involved in the trading of such options. Accordingly, the 
Commission has authorized me to inform you that, condi- 
tioned on the undertakings made by the CBOE and OCC, 
the Commission has not disapproved the Amendments. 


The Commission has allowed the Margin Amendments to 
become effective on such date or dates as the CBOE may 
determine and the Amendments to become effective on 
such date or dates prior to the initiation of options trading 
on the Amex as the CBOE or the OCC, as the case may be, 
may determine. 


Sincerely, 


Lee A. Pickard 
Director 


All interested persons are invited to submit their views and 
comments on the Amendments and Margin Amendments. 
Written statements of views and comments should be 
addressed to the Secretary, George A. Fitzsimmons, Se- 
curities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should be 
made to File No. S$7-505. The Amendments and Margin 
Amendments are, and all such comments will be, available 
for public inspection at the Public Reference Room of the 
Securities and Exchange Commission at 1100 L Street, 

N. W., Washington, D. C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 11147/December 20, 1974 


See Securities Act Release No. 5550/December 20, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11148/December 23, 1974 


The Securities and Exchange Commission has issued a notice 
giving interested persons until January 13, 1975 to request a 
hearing on an application by Accrued Equities, Inc. (the 
“Company”) pursuant to Section 12(h) of the Securities Ex- 
change Act of 1934 (the “Act”’) for an order exempting the 
Company from the reporting requirements of Section 15(d) 
of the Act. The Company believes that no useful purpose 
would be served by requiring the continued reporting by the 
Company. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11149/December 23, 1974 


Admin. Proc. File No. 3-4424 
In the Matter of 


STONEHENGE GROWTH FUND 
402 Bel Aire Road 
Brielle, New Jersey 


FRANCIS C. STEFURAK 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities Ex- 
change Act, Stonehenge Growth Fund and its manager, Fran- 
cis C. Stefurak, have submitted an offer of settlement which 
the Commission has determined to accept. Solely for the 
purpose of these and any other proceedings under Sections 
15(b) and 15A of the Exchange Act, and without admitting 
or denying the allegations in the order for proceedings, re- 
spondents consent to findings of misconduct as alleged in 
that order and to the imposition of specified sanctions. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that from January through July 
1972: 1/ 


1. Stonehenge and Stefurak willfully violated Section 17(a) 
of the Securities Act and Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder. Respondents gave indications 
of interest to various underwriters for the purchase of five 
stocks covered by registration statements under the Securi- 
ties Act. 2/ Those indications were given after the statements 
had been filed but before they became effective. Thereafter 
respondents sold outstanding shares of the same classes 
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short. Such short sales caused the market prices of those 
stocks to fall and hence depressed the prices at which the 
shares covered by the registration statements were sold to 
the public. Respondents did not disclose that their sales 
were short sales which they intended to cover with regis- 
tered securities acquired from the underwriters. 


2. In connection with the above transactions, respondents 
obtained credit and caused credit to be obtained from 
broker-dealers in willful violation of Sections 7(c)(1) and 
7(f)(1) of the Exchange Act and Regulations T and X pro- 
mulgated thereunder by the Board of Governors of the 
Federal Reserve System. 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions psecified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that Stonehenge Growth 
Fund and Francis C. Stefurak be, and they hereby are, 
barred from being associated with any broker, dealer, 
investment adviser or investment company with the pro- 
viso that, after nine months from the date hereof, they 
may apply to the Commission for permission to become 
so associated. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 


2/ The securities in question were the common stocks 
of Adobe Corporation, Fidelity Financial Corporation, 
Forest Oil Corporation, Sotrage Technology Corporation 
and Tuftco Corporation. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11150/December 23, 1974 


See Securities Act Release No. 5551/December 23, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11151/December 24, 1974 


PROPOSED AMENDMENT OF NEW YORK STOCK 
EXCHANGE RULE 394(b) 


The Securities and Exchange Commission today announced 
that it has received the following letter from the New York 
Stock Exchange, Inc. to amend its Rule 394(b). 


October 4, 1974 


Mr. Lee A. Pickard, Director 
Division of Market Regulation 
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Securities and Exchange Commission 
500 North Capitol Street, N. W. 
Washington, D. C. 20549 ! 





Dear Mr. Pickard: ’ 


At its meeting on October 3, 1974, the Board of Directors 
approved, in principle, an amendment to Rule 394(b). 


As you know, Rule 394(b)(1) presently requires a member 
to report to a Floor Governor certain details of a proposed 
third market transaction — the name of the stock, size of 
the order, number of shares, etc. — before soliciting a quali- 
fied non-member market-maker. This requirement would be 
eliminated under the proposed amendment. However, the 
Rule would continue to require members to bring customers’ 
orders to the Exchange Floor and make “‘a diligent effort to 
explore the feasibility of obtaining a satisfactory execution 
of the order on the Floor.” 


Presently, subparagraph (5) requires that when a member 
organization has met the conditions under which it may so- 
licit a non-member market-maker and has made such solici- 
tation, it must again bring the order to the Floor immediate- 
ly prior to oeffecting an off-Board trade. Today the Rule 
allows any better bids or offers made on the Floor to re- 
place the non-member’s bid or offer. Under the proposed 
amendment to subparagraph (5), public bids or offers at a 
better price or the same price represented in the market 
when the member organization returns to the Floor after 
soliciting a non-member would still take precedence over 
the non-member market-maker’s bid or offer. However, 
bids or offers on behalf of specialists, registered traders, » | 
odd-lot dealers or members or member organizations known (8S 
to be acting for their own account — which are at the same ™ 
price as the non-member’s bid or offer, or at a better price 

— could replace the non-member market-maker’s bid or 

offer only to the extent that those members or member or- 
ganizations expressed an interest in participating at an indi- 
cated price or prices when informed that a non-member was 
going to be solicited. The effect of the proposed amendment 

is that Exchange professionals would have first opportunity 

to participate in a transaction for their own accounts and 

could not “‘second guess” the non-member market-maker if 

his bid or offer were accepted. 





| 
The final provision of the proposed amendment would de- | 
lete present subparagraph .10 of the Supplementary Material 
of the Rule. At present, if a non-member market-maker ex- 
presses a willingness to be solicited by a member organization 
in a particular issue, subparagraph .10 bars the member or- | 
ganization from consummating a trade with that non-mem- 
ber in that issue under Rule 394(b). A new proposed sub- | 
paragraph .10 would make it clear that in the situation just 
described, a transaction could be consummated between the | 
member organization and the non-member market-maker 
under Rule 394(b) if all the provisions of that Rule are | 
followed. 


This letter is being sent to you pursuant to Rule 17a-8 of 
the Securities Exchange Act of 1934. Three copies of the 
proposed amendment to Rule 394(b) are enclosed. 


Any questions you may have regarding this matter may be aly 
directed to Bruce Davis (212) 623-6763. " 
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Sincerely, 
James E. Buck 


Enclosures 
cc: Mr. Harvey A. Rowen 
Subcommittee on Commerce and Finance 


PROPOSED AMENDMENTS TO RULE 394 
Deletions [Bracketed] ; Proposed New Language /talicized. 
Rule 394 


(a) Except as otherwise specifically exempted by the Ex- 
change, members and member organizations must obtain 
the permission of the Exchange before effecting a transac- 
tion in a listed stock off the Exchange, either as principal 
or agent. 


(b) Solicitation of Non-Member Market-Makers to Partici- 
pate in Transactions Off-the-Floor of the Exchange. 


(1) A member or member organization holding a cus- 
tomer’s round-lot order for the purchase or sale of stock 
may, if he so desires, solicit a qualified non-member mar- 
ket-maker, /f he or it believes a better price can be ob- 
tained for the customer, to participate in the execution of 
the order for the non-member’s own account [,] off-the- 
Floor of the Exchange [,] provided [he has reported to a 
Floor Governor, other than the specialist in the stock, that 
all of the foilowing conditions have been met] : 


[(A)] (i) A diligent effort to explore the feasibility of ob- 
taining a satisfactory execution of the order on the Floor 
has been made during that market session [.] ; and 


((B) The member or member organization has provided 
the Floor Governor with the following information: ] 


[(i) the name of the stock and size of the order; 
(ii) details of the effort made to explore the feas- 
ibility of obtaining a satisfactory execution of the 
order on the Floor; 

(iii) the number of shares, if any, he is taking or 
supplying for his own account; and 

(iv) the extent, if any, of the interest the specialist 
has indicated in participating at an indicated price 
or prices. ] 


(ii) all of the other conditions in the Rule, as spec- 
ified below, are fulfilled. 


(2) A qualified non-member market-maker in a stock is 

a broker-dealer registered with the Securities and Exchange 
Commission as a broker-dealer, who meets the capital and 
other applicable requirements and who has notified the Ex- 
change that he is available to be solicited for his own ac- 
count by members and member organizations pursuant to 
this rule for bids and offers in that stock. 


(3) The member or member organization must file a report 
promptly after the completion of a transaction made pursu- 
ant to this Rule listing all parties to the transaction; the 


amount of participation of each; the price; the time of re- 
ceipt of the order [,] and the time of the off-Floor execu- 
tion [and the name of the Governor to whom he reported]. 


(4) Notwithstanding the provisions of Rule 104, the specia- 
list may buy on a plus or zero plus tick or sell on a minus or 
zero minus tick, any or all of the stock with respect to which 
a third market-maker is to be asked to participate. 


(5) Under the provision of this Rule, a member must ask 
other members in the Crowd immediately prior to the off- 
Fioor trade if they have orders to execute at the same 
price or a better price and on the same side of the market 
as the non-member market-maker. \f such be the case, the 
non-member market-maker’s bid or offer may be displaced 
in whole or in part by: 


(i) any or all such bids or offers [at that price] on 
the specialist’s book and any or all bids or offers 
made by other brokers [acting as agents for other 
than Registered Traders, registered odd-lot dealers 

or members or member organizations known by the 
broker to be acting for their own account] on behalf 
of public customers’ orders; or 


(ii) a bid or offer made for or by the specialist in the 
stock, acting as a dealer, [if the specialist before the 
third market-maker was solicited, advised the mem- 
ber or member organization of] a Registered Trader, 
a registered odd-lot dealer or a member or member 
organization known to be acting for his or its own 
account to the extent [of his] that such member or 
member organization’s interest had been expressed 
at an indicated price or prices [at which the transac- 
tion is to be made] when the member or member 
organization contemplating an off-Board trade 
announced his or its intention to solicit a non-mem- 
ber market-maker. 


(6) No member shall effect a purchase for its customer from 
a market-maker if, on the basis of information supplied to 

the member by the market-maker, the market-maker’s trans- 
action wouid involve a short sale on a minus or zero minus 

tick based on Exchange transactions at the time of the solici- 
tation; provided, however, that this shall not prohibit a trans- 
action which includes a short sale of less than one round lot. 


... Supplementary Material: 


[.10 Situations not in compliance with Rule 394(b). --Listed 
below are examples of situations that would not comply 
with Rule 394(b). The Rule is intended only to apply to 
situations where member firms have solicited the participa- 
tion of a qualified non-member market-maker. If, in the 
course of such a solicitation, the non-member market-maker 
asks to participate in the purchase or sale of any other se- 
curity or of the same security in a different transaction, that 
transaction does not quality under Rule 394(b).] 


{{1) A member firm solicits a qualified non-member mar- 
ket-maker to participate in the purchase or sale of stock X. 
The market-maker is not interested in stock X but tells the 
member firm to solicit him in some other listed stock in 
which he does have an interest. If the member firm then 
solicits the market-maker in response to such request, a 


SEC DOCKET/777 





subsequent transaction in that other stock would not qual- 
ify under Rule 394(b). It must take place on board with a 
full commission charged to the non-member market-maker.] 


{(2) A qualified non-member market-maker advises, other 
than by the ordinary written advertisements, notification, 
or publication, a particular member firm during the day that 
he wishes to be solicited in a given stock or stocks. The sub- 
sequent solicitation by the member firm, in response to the 
third market-maker’s request, will disqualify the resulting 
transactions from qualifying under Rule 394(b).] 


[(3) A member firm has an understanding with a qualified 
non-member market-maker to solicit him under Rule 394 
(b) whenever he has customers’ orders in these stocks in 
which the third market-maker is qualified. Such an under- 
standing will disqualify any transaction made pursuant to 
the understanding from Rule 394(b).] 


[Any effort to accomplish indirectly that which is not di- 
rectly permitted by the Rule, or the intent of the Rule as 
indicated in the Rule itself, and the supplementary ma- 
terial, will result in the transaction not qualifying under 
the Rule.] 


.10 Before a member or member organization may solicit 
a non-member market-maker to participate in the transac- 
tion, the member or member organization must first com- 
ply with the provisions of Rule 394(b)(1)(i). The fact that 
a non-member market-maker previously expressed a will- 
ingness to be solicited in a particular stock will not prevent 
a member or member organization from soliciting him and 
subsequently effecting a transaction with the non-member 
market-maker provided the above mentioned provisions 

of the Rule are fulfilled. 


.20 List of guaranteed and preferred stocks exempt from 
Rule 394(a). --The following guaranteed and preferred 
stocks have been exempted from the provisions of Rule 
394(a), above. However, because of the basic concept of 
the Exchange Constitution that all transactions in listed 
stocks be executed on the Floor, every proposed trans- 
action in these securities should be reviewed in the light of 
the factors involved, including the market on the Floor, 
the price, and the size, so that whenever possible the trans- 
action may be effected on the Floor. 


(List will remain the same) 


The Commission responded to the proposed rule change 
with the following letter. 


October 24, 1974 

Mr. James E. Buck, Secretary 
New York Stock Exchange 
11 Wall Street 

New York, New York 10005 


Dear Mr. Buck: 


This is in response to your letter of October 4, 1974, which 
submitted, pursuant to Rule 17a-8 under the Securities Ex- 
change Act, proposed amendments to Rule 394(b). 
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To enable us to give proper consideration to the proposed 
modifications of Rule 394(b) we would appreciate receiv- 
ing additional information clarifying the meaning of certain 
language in the Rule and an explanation of your Exchange's 
understanding of the manner in which the proposed modifi- 
cations would affect certain aspects of a member organiza- 
tion’s brokerage duties in connection with the Rule’s opera- 
tion. 


Please advise us of the following: 


(1) What will a member broker be required to do or demon- 


strate in order to have a basis for belief that a better price 
can be obtained for his customer off the floor of your ex- 
change? (Rule 394(b)(2)). 


(2) Please explain whether Rule 394(b)(5), as proposed, 
or any other provision of the Rule, requires a member, 
contemplating making a trade off board in the third market, 
to indicate, on the floor, at the specialist’s post, to the 
specialist or to any member other than the specialist (a) 
the general size of his customer’s buying or selling interest, 
or (b) the precise size of such interest. Would the broker 
also be required to invite, at the specialist’s suggestion, a 
bid or offer from any other member and if so, would the 
broker be obliged to solicit the other member on the floor 
or off the floor as well? 


(3) Rule 394(b)(5)(ii), as proposed, requires that bids or 
offers on behalf of member or member organizations act- 
ing for their own account could replace the non-member 
market-maker’s bid or offer only to the extent that those 
member or member organizations expressed an interest in 
Participating at an indicated price or prices when informed 
that a non-member market-maker was going to be solicited. 
Please explain what constitutes such an expression of in- 
terest? Specifically, does this require that the member or 
member organization wishing to participate must indicate 
an interest for a firm number of shares and at a specific 
price or prices? May the member or member organization 
“back away”’ from such interest when the member or 
member organization contemplating trading with a non- 
member market-maker returns to the floor with such non- 
member market-maker’s bid or offer? 


(4) Please indicate whether, and to what extent, the pro- 
cedure outlined in the proposed amendments to Rule 
394(b) differs from NYSE Rule 127(a) respecting (a) ex- 
ploration of the market on the floor, (b) exercise of pro- 
fessional judgement and (c) the responsibility of the spec- 
ialist subsequent to learning of a contemplated transac- 
tion. 


We request that the New York Stock Exchange not adopt 
or put into effect its proposed amendment to Rule 394(b) 
until the Commission staff has received and has an oppor- 
tunity to consider the responses of the Exchange staff to 
these inquiries. 


Very truly yours, 
Lee A. Pickard, Director 
The New York Stock Exchange, Inc. responded to the re- 


quest for supplemental information with the following 
letter. 
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November 26, 1974 


Mr. Lee A. Pickard, Director 
Securities and Exchange Commission 
Division of Market Regulation 

500 North Capitol Street, N. W. 
Washington, D. C. 20549 


Dear Mr. Pickard: 


This will answer your letter dated October 24, 1974. You 
requested that the Exchange clarify the meaning of certain 
language in Rule 394(b) and explain its understanding of 
the manner in which the proposed modifications to the 
Rule would affect certain aspects of member organizations’ 
brokerage duties. Before answering your specific questions, 
we would like to make clear that the modifications to Rule 
394(b) were not intended to change a member organiza- 
tion's brokerage duties. They were intended to simplify the 
procedure by which a member organization could solicit a 
non-member market maker. 


You inquired as to what a member will be required to do or 
demonstrate in order to have a basis for believing that a 
better price can be obtained for his customer off the Floor 
of the Exchange. 


There is no requirement contained in Rule 394(b) concern- 
ing what a member must do or demonstrate to cooroborate 
his belief that a better price can be obtained for his custom- 
er off the Fioor of the Exchange. The presumption is that a 
knowledgeable Floor broker, using his professional judg- 
ment and that of his firm, would be well aware of what a 
satisfactory price for his order should be, based on the size 
of the order, the particular stock in question and his ap- 
praisal of the current market. 


You asked whether Rule 394(b) (5), as proposed, or any 
other provision of the Rule, requires a member contem- 
plating making a trade off-Board in the third market, to 
indicate, on the Floor, at the post, to the specialist or to 
any member other than the specialist either the general 
size or the precise size of his customer’s buying or selling 
interest. You also asked whether the broker would be re- 
quired to invite, at the specialist’s suggestion, a bid or offer 
from any other member and, if so, whether the broker 
would be obliged to solicit the other members on the 
Floor or off the Floor. 


Experience with the Rule since its inception has not shown 
any need to spell out what a broker actually must do to 
meet the requirement that “‘a diligent effort to explore the 
feasibility of obtaining a satisfactory execution of the order 
on the Floor has been made during that market session.” 
Therefore, in the absence of going through the procedures 
ofadopting a policy that would do this, we can only an- 
swer your questions with a generalization. 


Generally speaking, it is difficult to see bow a broker could 
make a diligent effort to explore the market without divul- 
ging at least to the specialist the full size of his order. To be 
able to give a broker a realistic bid or offer, the specialist 
would have to know the size involved so that he could see at 
the various price levels the extent to which the orders on 

the book could satisfy the member's order and what he 








would have to do for his own account at those price levels 
to fill the order. In addition, disclosure to the specialist of 
the member’s buying or selling interest permits the specialist 
to bring other brokers into the situation — including Floor 
professionais since Registered Traders et al. would have only 
one opportunity to participate in a transaction for their own 
account under proposed subparagraph (b)(5) — who have in- 
dicated an interest in the stock. Since the main concern of 
the broker is that he obtain the best price for his customer, 
what he divulges to other brokers in the Crowd, or those 
brokers brought into the situation by the specialist, most 
likely would be governed by what he learns of their inter- 
est. The same would hold true with respect to contacting 
the offices of firms which the specialist felt or knew had 

an interest on the opposite side of the order. By exploring 
the possibility of member organizations participating in the 
execution of the order, the broker handling the order not 
only assures himself that he has attempted to get the best 
price for his customer but also gives customers of other 
member organizations an opportunity to participate. 


In answer to your third question, the term “expression of 
interest” refers to a bid or offer to buy or sell a stated num- 
ber of shares at a specific price or prices. This means that 
the broker making the bid or offer is ready to trade at that 
point in time. (It is stressed that the proposed amendment 
to subparagraph (5) of Rule 394(b), if adopted, will have 
the effect of encouraging Floor professionals to give their 
best bid or offer when an order is first brought to the 
Floor.) If the broker representing the customer’s order de- 
termines to explore the third market and not trade with the 
bids or offers made on the Floor, the brokers who have made 
those bids or offers should not be penalized by that deci- 
sion, either by holding them to the bid or offer until such 
time as the broker is ready to trade or shutting them out 
subsequently. They should have the opportunity to trade 
with the broker at the prices they originally expressed when 
he comes back to the Floor. On the other hand, they should 
not be held for an unreasonable amount of time to a bid or 
offer made earlier. 


With respect to your question (4), it might be helpful to re- 
view the intent of Rule 127 and Rule 394(b). 


Rule 127 was designed to provide for public participation 
when a block of stock with a total market value of $200,- 
000 or more is to be crossed in the auction market at a 
premium or a discount from the current price. On the other 
hand, the intent of Rule 394(b) is to provide a member or- 
ganization with the opportunity to solicit a non-member if 
it feels a better price can be obtained for the order than 
that available on the Floor. Therefore, one rule is based on 
the assumption that the order will be executed in the auc- 
tion market on the Floor while the other provides for situa- 
tions where all or part of an order may be executed other 
than on this Exchange. In most, if not all cases, the orders 
which are covered by Rule 394(b) probably are of the type 
where the firms handling them are not able to solicit orders 
on the opposite side of the market to fill the order and thus 
earn commissions on both sides. 


The method of exploring the market, including the check- 


ing of the specialist, has already been discussed in relation 
to Rule 394(b) earlier in the letter. 
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Rule 127, as it relates to exploration of the market, pro- 
vides that a member organization that receives a block order 
explore in depth the market on the Floor even though it is 
aware that the block may not readily be absorbed in the 
market. Exploration of the market is beneficial since it may 
reduce the amount of time and effort spent in generating 
customers’ orders on the other side to fill the block order. 
In addition, exploring the Floor market minimizes the pos- 
sibility of any embarrassment to the firm and possible loss 
of customer goodwill resulting from the firm not being 

able to execute orders which they have solicited because 

of the Rule 127 requirements that give preference to pub- 
lic orders represented on the Floor. 


Rule 127(a) provides that, if professional judgment dic- 
tates, a member organization need not consult with the 
specialist. However, although a member is not required to 
check the specialist when effecting a transaction under 
Rule 127, subparagraph (c) of that Rule nevertheless pro- 
vides that the Floor member be prepared to fill the reason- 
able needs of the specialist. This is so the specialist can 
effectively respond to the after market in the stock after 
a block trades at a discount or premium. If the Floor 
broker misjudges the specialist’s needs, and there is a 
disagreement between him and the specialist, then the 
Rule suggests that a Floor Official be consulted to resolve 
the difference. 


With respect to your question 4(c) concerning ‘‘the re- 
sponsibility of the specialist subsequent to learning of a 
contemplated transaction”, it is the same under Rule 
394(b) as under Rule 127. 


Sincerely, 
J. E. Buck 


The Commission wishes to solicit the written views of all 
interested persons concerning the proposed amendment 

of NYSE Rule 394(b) as set forth above. Such views should 
be submitted to George A. Fitzsimmons, Secretary, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
N. W., Washington, D. C. 20549, no later than January 20, 
1975. Reference should be made to File No. S7-543. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11152/December 24, 1974 


A notice has been issued giving interested persons until 
January 5, 1975 to request a hearing on an application of 
The Boston Stock Exchange for unlisted trading privileges 
in the common stock of the following companies: 


Auto-Train Corporation 


Capital Holding Corporation 
Hammermill Paper Company 
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Quaker Oats Company 
The Southern New England Telephone Co. 
USLIFE Corporation 

Vetco Offshore Industries, Inc. 

Moore & McCormack Resources, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11153/December 24, 1974 


ACCOUNTING SERIES 
Release No. 167/December 24, 1974 


Admin. Proc. File No. 3-4582 
In the Matter of 


WESTHEIMER, FINE, BERGER & CO. 
1301 Avenue of the Americas 
New York, New York 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTIONS 


Westheimer, Fine, Berger & Co. (““WFB”), a partnership en- 
gaged in the practice of accounting, has made an offer of 
settlement solely for the purpose of disposing of issues 
raised with respect to it under Rule 2(e) of the Commis- 
sion’s Rules of Practice. Those issues relate to WFB’s right 
to appear and practice before the Commission. They arise 
out of the entry on November 14, 1974, of a consent judg- 
ment of permanent injunction against WFB in an action 
brought by the Commission. 1/ The Commission’s complaint 
in that action alleged, among other things, that WFB had vio- 
lated or aided and abetted violations of Sections 10(b) and 
13(a) of the Securities Exchange Act and Rules 10b-5 and 
13a-1 thereunder by permitting its audit reports, including 
its qualified opinion, to accompany the financial statements 
of Realty Equities Corporation of New York (“Realty”) for 


Realty’s fiscal years ended March 31, 1971 and 1972. Accord- 


ing to the complaint, those financial statements reported 
certain transactions involving Realty, Republic National 
Life Insurance Company and others as bona fide arms-length 
business transactions when such transactions were not so in 
fact. The complaint further alleged that the results of some 
of those transactions were not as reported in the aforemen- 
tioned financial statements. 


Without admitting or denying the allegations of the com- 
plaint, and solely for the purpose of settlement, WFB con- 
sented to a judgment of permanent injunction enjoining it 
from violating the above-cited provisions of the Exchange 
Act and the rules thereunder in connection with the pur- 
chase or sale of securities of Realty, any subsidiary thereof, 
or any other company which has or has had securities regis- 
tered pursuant to the Securities or the Exchange Acts or 
for the securities of which there exists a public trading mar- 
ket and which, within two of the last preceding three fiscal 
years (a) derived more than 25% of its revenues or pre-tax 
net profit (loss) from the purchase, sale, trading, or other 
transactions involving the transfer of real estate properties 
or interests therein (other than personal residential units), 
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and (b) recognized material (in relation to pre-tax profit 
(loss)) gains from the sale, or other disposition of interests 


in real estate properties (other than personal residential units) 


(i) in which the purchaser made no significant investment in 
the property or (ii) in which the seller has a continued in- 
volvement with the property sold. 


In view of the permanent injunction, the Commission deems 
it necessary that proceedings be instituted against WFB pur- 
suant to Rule 2(e) of the Commission’s Rules of Practice 
with respect to its qualifications to appear and practice be- 
fore the Commission. 


Without admitting or denying the allegations of the Com- 
mission’s complaint, and solely for the purpose of settle- 
ment, WFB has submitted an offer of settlement in which 

it consents to the entry of an order by the Commission pur- 
suant to Rule 2(e), which provides that: 


1. For at least one year from the date on which this order 
isentered, WFB will employ the services of a special consult- 
ant to the extent requested by that firm. In addition to any 
specific requests by WFB during the period of such consult- 
ant’s retention, the consultant shall select for review and re- 
view, to the extent set forth below, the audits of approxi- 
mately 15% of the publicly-held companies for which WFB 
services as independent auditor. 2/ The review to be con- 
ducted by the special consultant shall be performed after 
WFB has completed its audit work and formulated its pro- 
posed accountant’s report on the financial statements which 
include the transaction and/or occurrence occasioning his 
review, but before WFB has rendered its report on such 
statements. 


2. After the special consultant has completed his review 
with respect to the prescribed number of public compan- 
ies, he shall render a report to the Commission as to his 
findings concerning the adequacy of the audit work per- 
formed, as reflected in the work papers, with respect to the 
transactions and/or occurrences occasioning his review and 
concerning the reasonableness of the accounting judgments 
made thereon. The report shall include a description of the 
scope and nature of his review on which such findings were 
based and shall be furnished to the Commission not later 
than 90 days after the completion of the last review by the 
special consultant pursuant to paragraph 1 hereof. 3/ 


3. In addition, WFB shall adopt auditing procedures to de- 
termine whether its clients have entered into material trans- 
actions with related parties. 4/ Within 90 days from the date 
of the entry of this order, WFB shall submit such proposed 
procedures to the Commission’s Chief Accountant for his 
review and approval. 


4. Should WFB merge into another public accounting firm 
engaged in practice before the Commission and which in 
terms of the number of its professional employees, includ- 
ing partners, is at least twice as large as WFB, the provisions 
of paragraphs 1, 2 and 3 herein above shall terminate on the 
date of such merger. As expeditiously as possible thereafter, 
the combined accounting firm shall apply its quality control 
standards to the audits to be performed on the financial 
statements of public companies that were formerly clients 
of WFB. Furthermore, within 90 days from the date of 

such merger the combined firm shall report to the Chief 
Accountant the status of the implementation of the appli- 








cation of such quality control standards to such clients. 
And within 180 days from the date of such merger the 
combined firm shall submit to the Chief Accountant a final 
report confirming that the quality control standards have 
been adopted for use in all audits of such clients. 


After due consideration, the Commission has determined 
to accept the offer of settlement. 


Accordingly, IT IS ORDERED that proceedings pursuant 
to Rule 2(e) of the Commission’s Rules of Practice be, and 
they hereby are, instituted against Westheimer, Fine, Ber- 
ger & Co.; it is further 


ORDERED that Westheimer, Fine, Berger & Co. be, and it 
hereby is, censured; and it is further 


ORDERED that Westheimer, Fine, Berger & Co. comply 
with all of the terms of the offer of settlement that the 
Commission has hereby accepted. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ SEC v. Republic National Life Insurance Company, et al., 
S.D.N.Y., 74 Civ. 1097 (MP). See SEC Litigation Release 
No. 6273 (March 8, 1974), 3 SEC Docket 684. 


2/ The audits which the special consultant may select for 
review shall be limited to those audits in which certain 
transactions and/or occurrences outside of the client 
company’s ordinary course of business are material to the 
audit. His review shall be limited to the audit work per- 
formed, as reflected in the work papers, with respect to 
such transactions and/or occurrences and the accounting 
judgments made thereon. 


3/ Such report shall not identify the clients involved in 
the special consultant's review. However, WFB shall retain 
in its files information as to such clients’ identity. Should 
the Commission deem such information necessary, it will 
be made available to it. 


4/ Among other things, such procedures shall include a 
definition of the circumstances in which transactions 
shall be deemed to be with related parties. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11154/December 26, 1974 


The Securities and Exchange Commission announced that 
the temporary suspension of over-the-counter trading in 
the securities of Greater Washington Investors, Inc. (GW1), 
a closed-end, non-diversified investment company incor- 
porated and located in the District of Columbia, will ter- 
minate at midnight (EST) on December 26, 1974. 


The Commission suspended trading in the securities of GWI 
for successive ten-day periods commencing on November 7, 
1974. The suspension was initiated because of questions 
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which arose in connection with the adequacy and accuracy 
of information about the evaluation of GWI's portfolio secu- 
rities and the financial and operating conditions of the com- 
pany. More specifically, GWI's semi-annual report to share- 
holders as of June 30, 1974, placed a consolidated net asset 
value of 5.58 million dollars or $5.07 per share on its port- 
folio. As a company whose fundamental policy is to make 
venture-capital type investments, the majority of GWI’s 
assets are composed of restricted securities and securities of 
non-public companies for which market quotations are not 
available and which, under pertinent provisions of the Invest- 
ment Company Act of 1940 must be valued at “‘fair value”’ 
as determined in good faith by the board of directors. 


Several of GWI’s portfolio securities as of June 30, 1974, 
consisting of debt instruments such as notes, debentures, con 
vertible debentures and equity securities, were valued by 
GWI's board of directors at the price at which the securities 
were initially acquired by GWI. Since acquisition of such 
securities by GWI various of these issuers have defaulted as 
to either principal or interest and experienced deteriorating 
financial conditions. Furthermore, market yields of similar 
securities on June 30, 1974 were substantially higher than 
interest yields on the securities valued by GWI’s board of 
directors. These securities comprise $2.6 million or 28 per- 
cent of the portfolio assets as valued by GWI’s board of 
directors. 


Valuation by GWI’s board of directors of four equity secu- 
rities as of June 30, 1974 was based on the price of the last 
private transaction in the stock of each company. The last 
private transactions occurred between September 1971 and 
December 1972. During the period between the last private 
transactions and GWI's June 30, 1974 evaluation, significant 
changes occurred with respect to financial and operating 
conditions of all four of these companies. These securities 
comprise $1.2 million or 13 percent of portfolio assets as 
valued by GWI’s board of directors. 


Restricted securities held by GWI as of June 30, 1974 were 
valued by GWI’s board ofdirectors at the market price for 
unrestricted securities of the same class. These securities 
comprise $1.4 million or 15 percent of portfolio assets as 
valued by GWI’s board of directors. The Commission points 
to Release No. 5847 of the Investment Company Act of 
1940 (also Accounting Series Release No. 113), issued Octo- 
ber 21, 1969, in which it stated, among other things, that 
the valuation of restricted securities at the market quotations 
for unrestricted securities of the same class would, except 
for most unusual situations, be improper. The Commission 
also stated that the continued valuation of restricted secu- 
rities at cost would be improper if, as a result of the opera- 
tions of the issuer, changes in general market conditions or 
otherwise, cost had ceased to represent fair value. 


The total assets as valued by GWI’s board of directors of the 
securities listed above is $5.2 million or 55 percent of GWI’s 
portfolio assets. GWI had advised the Commission's staff 
that the management and board of directors of GWI con- 
sidered the above described factors involving such securities 
as of June 30, 1974. GWI has further advised the Commis- 
sion’s staff, however, that GWI considered that, in view of 
other factors pertinent to each of the securities in question, 
such values were justified in the judgment of management 
and board of directors of GWI. 
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The next portfolio evaluation is required to be sent to share-/4 
holders as part of the annual report within 60 days of Gwi's¥ 7 
fiscal year ending on December 31, 1974. 


In addition to problems with respect to evaluation, GWI has 
been accruing interest on several debt instruments upon 
which interest was in default as of June 30, 1974 for a period 
of 8 months or more. This interest amounted to $53,000. 


The Commission's inquiry is continuing. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any informacion subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Acct, at 
the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediately 
contact the staff of the Securities and Exchange Commis- 
sion, Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations relating 
to the securities in question until such time as he has familiar- 
ized himself with said rule and is certain that all of its pro- 
' 
\ ' 





visions have been met. If any broker or dealer enters any 
quotation which is in violation of said rule, the Commission 
will consider the need for prompt enforcement action. 


~_—_ 





SECURITIES EXCHANGE ACT OF 1934 
Release no. 11155/December 26, 1974 


SECURITIES EXCHANGE ACT OF 1934 SETTING FORTH 
FIDELITY BONDING REQUIREMENTS FOR BROKERS 
AND DEALERS NOT MEMBERS OF A REGISTERED NA- 
TIONAL SECURITIES ASSOCIATION 

(FILE NUMBER S7-544) 


PROPOSAL TO ADOPT RULE 15b10-11 UNDER THE | 


The Securities and Exchange Commission has announced a | 
proposal to adopt Rule 15b10-11 under the Securities Ex- 
change Act of 1934 (the “‘Rule’’), to establish mandatory 
fidelity bonding requirements for registered broker-dealers 
which are not members of a registered national securities 
association 1/ (‘SECO broker-dealers’’). Section 15(b)(10) 
of the Securities Exchange Act of 1934 (the ‘‘Act’’) autho- 
rizes the Commission to adopt rules for SECO broker-dealers 
which are designed “’. . . to promote just and equitable prin- 
ciples of trade, to promote safeguards against unreasonable 
profits or unreasonable rates of commission or other charges, 
and in general to protect investors and the public interest, 
and to remove impediments to and perfect the mechanism 
of a free and open market.’’ Moreover, Section 15(c)(3) of 
the Act authorizes the Commission to adopt rules providing 
“safeguards with respect to the financial responsibility and 
related practices of brokers and dealers.” 
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As a result of a request made by the Securities Investor Pro- 

































tection Corporation (““SIPC’’) in mid-1971 that misappro- 
priation of assets of NASD members through employee theft 
and dishonesty be excluded from the losses covered by SIPC, 
the NASD Board of Governors in December of that year 
established a Committee on Bonding Coverage and instruc- 
ted it to study the present bonding practices of the ex- 
changes with a view to requiring similar coverage for NASD 
members. As a result of the NASD Committee’s recommen- 
dations, the NASD Board of Governors adopted Article II, 
Section 32 (and Appendix “’C” thereto) (‘Section 32’’) of 
the NASD Rules of Fair Practice. The Commission subse 
quently considered the NASD rule and did not disapprove 
iton October 24, 1973 subject to certain conditions which 
later were satisfied. New Section 32 became effective earlier 
this year. Proposed Rule 15b10-11 is designed to impose 
comparable bonding requirements on SECO broker-dealers. 
Also, as in the case of Section 32, the proposed Commission 
rule would provide exemptions for those firms which do not 
have employees as well as firms which are not required to 
comply with Rule 15c3-1 under the Act, 2/ the ‘net capi- 
tal’’ rule, or to be members of SIPC. 


Description of Proposed Rule 


Proposed Rule 15b10-11 would require that SECO broker- 
dealers carry a fidelity bond in the form, amount and type 

of coverage prescribed by the Rule. The bond would be re- 
quired to contain agreements covering at least the following 
areas: a ‘‘fidelity’’ insuring clause to indemnify the insured 
broker-dealer against loss of property through any dishonest 
or fraudulent acts of employees (this clause also generally 
covers losses due to “fraudulent trading’ by employees); an 
“on premises” agreement insuring against losses resulting 
from common law and statutory crimes such as burglary and 
theft including a “‘misplacement”’ clause specifically cover- 
ing misplacement and ‘‘mysterious unexplainable disappear- 
ances” of property of the insured (no matter where located); 
an “in transit” clause indemnifying against losses occurring 
while property is in transit; a ‘“forgery and alteration” agree- 
ment i:isuring against loss due to forgery or alteration of vari- 
ous kinds of negotiable instruments (including checks); and 

a “securities loss’”’ clause protecting the insured against losses 
incurred through forgery and alteration of securities, or writ- 
ten documents relating to securities ownership or conveyance. 


In addition, proposed Rule 15b10-11 would require SECO 
broker-dealers to obtain certain minimum coverages similar 
to the coverages set forth in the NASD’s Section 32. The 
minimum coverage for any of the insuring agreements de- 
scribed above could not be less than $25,000; however, the 
required coverage for the “fidelity,” ‘‘on premises, ’ “in 
transit,”’ ““misplacement,”’ and “forgery and alteration” 
agreements would increase in proportion to the individual 
broker-dealer’s minimum net capital requirements provided 
for in Rule 15c3-1 under the Act. The broker-dealer would 
be required initially to determine minimum required cover- 
age of the bond by reference to the highest net capital re- 
quired during the continuous 12 month period immediately 
preceding issuance of the bond. Necessary revisions in the 
amount of coverage would be determined thereafter in the 
same fashion, at least annually, on the anniversary date of 
the bond’s issuance. The required coverage would be com- 
puted on a percentage basis, i.e., 120% of minimum net 
capital for individual firms with minimum capital require- 
ments up to $600,000. For firms with minimum capital 





requirements beyond $600,000, however, coverage would 
be determined by reference to a table provided in ssbpara 
graph (c)(1)(B). The fixed scale of coverage which would be 
provided in the table is generally comparable to that imposed 
on member firms by the New York Stock Exchange's (‘NY 
SE’’) mandatory bonding rule.3/ However, the minimum 
coverage which would be required under proposed Rule 15b 
10-11 is, in general, less than that under the NYSE rule in 
keeping with the somewhat lower net capital requirements 
and capitalization of SECO broker-dealers. Coverage under 
the ‘fraudulent trading” provision would be greater of 
$25,000 or 50% of the minimum required with respect to 
the five categories listed above. The requisite coverage for 
“securities forgery’’ would be the greater of $25,000 or 

25% of the coverage required for each of the five above 
mentioned categories.4/ 


SECO broker-dealers subject to the proposed Rule would be 
permitted to have a deductible provision included in the 
bond of the greater of $5,000 or 10% of their minimum in- 
surance requirement.5/ It appears that this deductible 
feature enables firms to acquire bonding coverage at a more 
reasonable cost. In addition, the proposed rule would re- 
quire notice of any “cancellation, termination or substantial 
modification” 6/ of a fidelity bond to be given by the acting 
party to the affected party 7/ and to the Commission not 
less than sixty days prior to such cancellation, termination 
or substantial modification. The bond shall include a cancel- 
lation rider which shall make it incumbent on the insurance 
carrier to comply with the notice requirements, as they apply 
to the carrier, on a “best efforts” basis. In the event a SECO 
broker or dealer wishes to terminate his existing bond with a 
view to acquiring an appropriate substitute bond, however, 
he may satisfy this reporting obligation by providing the in- 
surance carrier and the Commission with notice of such ac- 
tion no later than ten days before the effective date of ter- 
mination of the previous bond. Notice to the Commission 
shall include either a copy of the replacement insurance con- 
tract or the binder for such contract. 


The text of proposed Rule 15b10-11, which is being pro- 
posed pursuant to the Securities Exchange Act of 1934, 
particularly Sections 15(b), 15(c) and 23(a) thereotf, is as 
follows: 


Proposed Rule 15b10-11 Fidelity Bonds 


(a) Every non-member broker or dealer which is a mem- 
ber of the Securities Investor Protection Corporation, is sub- 
ject to Rule 15c3-1 under the Act, and has employees shall 
carry a blanket fidelity bond covering officers and employees 
of such broker or dealer in the form, amount and type of 
coverage hereinafter prescribed. 


(b) Every non-member broker or dealer subject to the rule 
must carry either the Stockbroker’s Blanket Bond, Standard 
Form No. 14 of the Surety Association of America with 
such riders as may be required by this rule, as revised to the 
effective date of this rule, or an equivalent bond, covering 
the officers and employees of such broker or dealer, which 
provides against loss and has insuring agreements covering 

at least the following: 


(1) 
(2) 


Fidelity ; 
On Premises; 


SEC DOCKET/783 








(3) In Transit; 

(4) Misplacement; 

(5) Forgery and Alteration (including check forgery); 
(6) Securities Loss (including securities forgery); and 
(7) Fraudulent Trading. 


(c)(1) 
ity, On Premises, In Transit, Misplacement, and Forgery and 
Alteration insuring agreements shall be the greater of $25,- 
000 or such other amount as shall be determined by refer- 
ence to minimum required net capital computed under 

Rule 15c3-1 under the Act as follows: 


Minimum monetary coverage fcr each of the Fidel- 


(A) Each non-member broker or dealer whose required 
net capital does not exceed $600,000 must main- 
tain minimum coverage of not less than 120% of 
such requirement. 

(B) Each non-member broker or dealer whose required 


net capiial is equal to or exceeds $600,000 must 
maintain minimum coverage as indicated in the 
following table: 


Net Capital Requirement 
Under Rule 15c3-1 


Minimum Coverage 





$ 600,001 upto $ 1,000,000 $ 750,000 
Over 1,000,001 > 2,000,000 1,000,000 
** 2,000,001 i 3,000,000 1,500,000 
“3,000,001 4,000,000 2,000,000 
** 4,000,001 ~ 6,000,000 3,000,000 
“6,000,001 i 12,000,000 4,000,000 
“12,000,001 5,000,000 
(2) Minimum monetary coverage for the Fraudulent 


Trading insuring agreement shall not be less than $25,000 or 
50% of the coverage required in paragraph (c)(1) hereof, 
whichever is greater. 


(3) Minimum monetary coverage for the Securities 
Forgery insuring agreement shall not be less than $25,000 or 
25% of the coverage required in paragraph (c)(1), whichever 
is greater. 


(4) Every non-member broker or dealer subject to this 
rule may have a deductible provision included in his bond of 
up to $5,000 or 10% of the minimum insurance requirement 
established hereby, whichever is greater, for any individual 
loss. 


(5) The minimum required coverages prescribed herein- 
above shall be determined initially on issuance of the bond 
by reference to the highest required net capital computed 
under Rule 15c3-1 under the Act for the 12 month period 
immediately preceding such issuance or, if the non-member 
broker or dealer was subject to Rule 15c3-1 for less than 12 
months, for such lesser period immediately preceding such 
issuance as such broker or dealer was subject to that rule. 
Thereafter, such coverage shall be redetermined annually, as 
of the anniversary date of the issuance of the bond, by refer- 
ence to the highest required net capital for the immediately 
preceding 12 month period, which amount shall be used to 
determine the minimum required coverage for the succeeding 
12 month period. Any necessary adjustments shall be made 
within 30 days after the anniversary of the bond. 


(6) The bond shall provide that it shall not be can- 
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celled, terminated or substantially modified except after 
written notice given by the acting party to the affected party 
and to the Commission not less than sixty days prior to the 
effective date of such cancellation, termination or modific 
tion; providing, however, that in the event the non-membe 
broker or dealer elects to cancel, terminate or modify the 
provisions of the bond upon notice of less than sixty days 
such non-member broker or dealer may do so on the condi- 
tion that such non-member broker or dealer shall so notify 
the Commission not less than ten days prior to the effective 
date of such notice by providing the Commission with either 
a copy of the replacement insurance contract or a copy of 
the binder for such contract. Any bond issued pursuant to 
this rule shall include a cancellation rider providing that the 
insurance carrier will use its best efforts to comply with the 
applicable reporting requirements of this paragraph. 














(d) Definitions—For the purpose of this Rule: 

(1) The term “‘nof\-member broker or dealer”’ shall 
mean any broker or dealer registered under Section 15 of 
the Act which is not a member of a national securities asso 
ciation registered with the Commission under Section 15A 
of the Act. 


(2) The term “substantial modification” or ‘‘sub- 
stantially modified” shall mean any change in the type or 
amount of fidelity bonding coverage, or in the exclusions to 
which the bond is subject or any other change in the bond 
such that it no longer complies with the requirements of 
this Rule. 





—- () —- 


All interested persons are invited to submit written com- 
ments on the proposed Rule, which should be addressed 
to the Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549 on or before February 10, 1975 
and should refer to File No. S7-544. All such comments 
will be available for public inspection. 


By the Commission 


George A. Fitzsimmons 
Secretary 


1/ The National Association of Securities Dealers, Inc. 
(“NASD”) is the only association so registered. 


2/ Members of certain exchanges, the American Stock 
Exchange, the Boston Stock Exchange, the Midwest Stock 
Exchange, the New York Stock Exchange, the Pacific Stock 
Exchange, the PBW Stock Exchange and the Chicago Board | 
Options Exchange, Inc., are presently exempt from the pro 
visions of Rule 15c3-1 under the Act. However, itshould } 
be noted that such members are generally subject to \ 
comparable or more stringent bonding requirements except | 
for certain specified classes of members. 


3/ Cf. NYSE Rule 319 (CCH NYSE Manual, para. 2319.) 
4/ These special coverages are necessitated by the more | 
limited availability and greater expense of acquiring these 





indemnifications as compared to the other insuring agree- 
ments. 
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5 Rule 319 of the NYSE allows members to self-insure 
to the extent of the greater of $10,000 or 5% of the mini- 
mum insurance requirement set by the Exchange. 


6/ Paragraph (d) of the proposed Rule defines “substan- 
tially modified” or “substantial modification” of a fidelity 
bond as any change in the “‘type or amount of fidelity 
bonding coverage, or in the exclusions to which the bond 
is subject, or any other change in the bond such that it no 
longer complies with the requirements of this rule.’’ 


7, Of course, determination of which party (i.e., whether 
the insurance carrier or the insured broker-dealer) is the 
“acting” or “affected party” in a given case depends on 
which party initiates such action on the bond. 
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PIIBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18721/December 19, 1974 


In the Matter of 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


(70-5568) 
ORDER RELEASING JURISDICTION 


By order dated November 21, 1974, in this proceeding 
(Holding Company Act Release No. 18670), Alabama Power 
Company (‘‘Alabama’’), an electric utility subsidiary 
company of The Southern Company, a registered holding 
company, was authorized to conduct certain transactions re- 
lating to the financing of pollution control facilities. In con- 
nection therewith, The Industrial Development Board of the 
City of Mobile, Alabama (“‘Board’’) is issuing pollution con- 
trol revenue bonds in an aggregate principal amount of 
$29,700,000. 


In said order of November 21, 1974, jurisdiction was re- 
served with respect to the semi-annual installment payment 
obligations to be undertaken by Alabama pursuant to an in- 
stallment sales agreement with the Board, insofar as such 
payments are affected by the effective interest rate of the 
pollution control revenue bonds. 


Mississippi has filed an amendment in this proceeding in- 
forming the Commission that the Board has completed ar- 
rangements with a group of underwriters for the sale of its 
pollution control revenue bonds and that said pollution 
bonds will bear an interest rate resulting in an effective cost 
of money to the Board of 9.26% per annum. 


Upon the basis of the facts in the record, amended as above 
indicated, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 





sumers that the jurisdiction heretofore reserved with respect 
to Alabama's payment obligations as affected by the Board's 
bonds be released: 


IT 1S CRDERED that said jurisdiction heretofore reserved 
be, and the same hereby is, released. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18722/December 20, 1974 


In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 


(70-5549) 


By order dated December 6, 1974, in this proceeding (Hold- 
ing Company Act Release No. 18693), Ohio Power Com- 
pany (““Ohio”’), an electric utility subsidiary Company of 
American Electric Power Company, a registered holding 
company, was authorized to issue and sell up to 300,000 
shares of a new series of its cumulative preferred stock 
(‘new preferred stock”’) and was granted an exception from 
the competitive bidding requirements of Rule 50 under the 
Public Utility Holding Company Act of 1935 (’‘Act’’). Juris- 
diction was reserved with respect to the terms and condi- 
tions of the preferred stock, including the price to Ohio and 
the underwriters’ compensation. 


Ohio has executed a contract, subject to approval of this 
Commission, with Morgai Stanley & Co., Lehman Brothers 
and Merrill Lynch, Pierce, Fenner & Smith, as representa- 
tives of the underwriting group which has been formed to 
market Ohio’s new preferred stock. The underwriters have 
contracted to purchase for public redistribution 250,000 
shares of the new preferred stock. The public offering price 
will be $100 per share and the underwriters’ compensation 
will be $3.95 per share or 3.95% of the public offering price. 
The selling commission to some dealers will be $2.75 per 
share and $1.50 per share to others. 


Ohio's new preferred stock will include provisions for a 
sinking fund commencing on March 1, 1980, to retire 12,500 
shares of the new preferred stock annually at a redemption 
price of $100 per share plus accrued dividends. Ohio has 

the non-cumulative option on any sinking fund date to re- 
deem an additional 12,500 shares of the new preferred 

stock at a redemption price of $100 per share plus accrued 
dividends. 


Ohio's new preferred stock will also include customary pro- 
visions for voluntary redemption of the entire issue. The 
initial offering price under this voluntary redemption will 
be $115.14 for 10 years (prior to March 1, 1985). The re- 
demption price will be reduced to $107.00 for the follow- 
ing five years (prior to March 1, 1990) and then reduced to 
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$103.50 for the succeeding five years (prior to March 1, 
1995) and thereafter to $101.40. The offering of the new 
preferred stock contains a 5-year freeze on redemptions 
with funds obtained at a lower interest cost or preferred 
dividend rate. 


It is found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public inter- 
est and in the interest of investors and consumers that the 
jurisdiction reserved in the order of December 6, 1974, be 
released, subject to the conditions stated below: 


IT iS ORDERED that the jurisdiction reserved in the order 
of December 6, 1974, over terms and conditions of the pre- 
ferred stock, including the price to Ohio and the under- 
writers’ compensation be, and the same hereby is, released, 
and that the proposed transaction may be consummated 
without further order, subject to the provisions of Rule 24 
promulgated under the Act and subject to the following 
conditions, proposed by Ohio after negotiations with under- 
writers, that, so long as any shares of the new preferred 
stock are outstanding, Ohio shall not: 


(A) Without the consent (given by vote at a meeting 
called for that purpose) of the holders of a majority of the 
total number of shares of the Cumulative Preferred Stock 
then outstanding, sell or otherwise dispose of all or substan- 
tially all of its properties unless such sale or disposition shall 
have been ordered, approved, or permitted under the Act; 


(B) Redeem (including redemption for any sinking fund 
requirement), purchase or otherwise acquire any shares of 
the Cumulative Preferred Stock during any period when divi- 
dends payable on the Cumulative Preferred Stock shall be in 
default unless all shares of the Cumulative Preferred Stock 
shall be so redeemed, purchased or otherwise acquired, or 
unless such redemption, purchase or acquisition shall have 
been ordered, approved or permiited under the Act; and 


(C) Declare any dividend on, or acquire for value, any 
shares of Common Stock or any other shares of capital 
stock of Ohio ranking junior to the Cumulative Preferred 
Stock as to dividends or the distribution of assets, at a time 
when Ohio shall be in default of any obligation of Ohio 
under its sinking fund, unless all shares of Cumulative Pre- 
ferred Stuck are concurrently redeemed, purchased or other- 
wise acquired, or unless such dividend or acquisition shall 
have been ordered, approved or permitted under the Act; 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18723/December 23, 1974 


See Securities Act Release No. 5551/December 23, 1974. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18724/December 23, 1974 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnston, Pennsylvania 15907 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 10005 


(70-5536) 


ORDER AUTHORIZING PROPOSED LOAN AGREE 
MENT AND THE ISSUANCE OF A FIRST MORTGAGE 
BOND AND GRANTING EXCEPTION FROM COMPETI- 
TIVE BIDDING 


General Public Utilities Corporation (“GPU”), a registered 
holding company, and its electric utility subsidiary, Penn 
sylvania Electric Company (‘‘Penelec’’), have filed an appli- 
cation-deciaration and an amendment thereto with this 
Commission pursuant to Sections 6, 6(b), 7(a) and 12 of 
the Public Utility Holding Company Act of 1935 (‘‘Act”’) 
and Rule 50 promulgated thereunder regarding the follow- 
ing proposed transaction 


Penelec proposes to enter into a loan agreement with the 
Small Business Administration of the United States (the 
“SBA"’) for the purpose of borrowing $840,000 for repairs 
and replacements to its property and equipment damaged 
by Hurricane Agnes in June 1972. As security for the loan, 
which was authorized by the SBA on June 29, 1973, under 
the Disaster Relief Act of 1969, Penelec would issue to the 
SBA a first mortgage bond in the principal amount of 
$837,500 (the ‘“‘Bond’’). The Bond would be issued under 


the Mortgage and Deed of Trust, dated as of January 1, 1942, 


between Penelec and Bankers Trust Company, Trustee, as 
heretofore supplemented and amended and to be further 
supplemented and amended by a Supplemental indenture 
to be executed and delivered in connection therewith. 
The Bond would bear interest at the rate of 1% per annum 
on the unpaid principal balance, and Penelec would pay the 
principal and interest thereon in equal monthly install- 
ments of $7,345, commencing one month following con- 
summation of the loan with the last such installment being 
payable ten years from the date of the loan. The Bond 
would be prepayable at any time without premium or pen- 
alty. As further security for the SBA loan, GPU proposes 
to enter into an agreement with the SBA unconditionally 
guaranteeing Penelec’s payment of principal and interest 
on the loan. 


The entire proceeds realized from the proposed borrowing 
will be used by Penelec to finance replacements and re- 
pairs to its property and equipment or to reimburse Pene- 
lec’s treasury for expenditures therefrom for such purposes. 


Penelec requests an exception from the competitive bidding 
requirements of Rule 50 pursuant to subparagraph (a) (5) 
thereof with respect to the proposed borrowing from the 
SBA by Penelec in view of the 1% annual interest rate to 
be charged by the SBA. 


The fees and expenses to be paid by Met-Ed in connection 



































































with the transaction are estimated to be $38,000, including maximum aggregate principal amount of $18,000,000 to be 
legal fees of $15,000. The Pennsylvania Public Utility Com- outstanding at any one time. The Yankee Bond Indenture 


mission has authorized Penelec’s proposed borrowing from limits until the Bond Indenture is rendered null and void 

the SBA and Penelec’s issuance of the Bond and no other which is expected to take place during January, 1975, the 

state commission and no federal commission, other than amount of short-term indebtedness which may be out- 

this Commission, has jurisdiction over the proposed trans- standing to $18,000,000, $15,000,000 for nuclear fuel and 

action. $3,000,000 for other corporate purposes. During 1975, 
Yankee Atomic expects to spend approximately $5,500,500 

Due notice of the filing of said application-declaration has for nuclear fuel and to make capital expenditures of approxi- 


been given in the manner prescribed in Rule 23 promulgated mately $1,000,000 for plant improvements. 

under the Act (Holding Company Act Release No. 18535), 

and no hearing has been requested of or ordered by the Com- The proposed short-term borrowing will be repaid from 
mission. Upon the basis of the facts in the record, itis here- time to time in part from intérnally generated funds and 


by found that the applicable standards of the Act and the the balance will be refinanced either through additional 

rules thereunder are satisfied and that no adverse findings short-term borrowings or permanent financing. 

are necessary; and that it is appropriate in the public inter- 

est and in the interest of investors and consumers that said The proposed borrowings from The First National Bank of 

application-declaration, as amended, be granted and permit- Boston will be evidenced by notes payable maturing in less 

ted to become effective: than one year from the date of issuance and will provide 
for prior payment in whole or in part without premium. 

IT 1S ORDERED, pursuant to the applicable provisions of The notes will bear interest at not in excess of the prime 

the Act and rules thereunder, that said application-declara- rate at such bank in effect at the time borrowings are made. 


tion, as amended, be, and it hereby is, granted and permitted If balances were maintained to solely fulfill prevailing com- 
to become effective forthwith, subject to the terms and con- pensating balance requirements of 15% to 20%, the effective 
ditions prescribed in Rule 24 promulgated under the Act. interest cost to Yankee Atomic would be about 12.35% to 


13.13% per annum based on the current prime rate of 10.5%. 
For the Commission, by the Division of Corporate Reguia- 





tion, pursuant to delegated authority. Yankee Atomic also proposes to issue and sell its commer- 
cial paper during the period through December 31, 1975, 
George A. Fitzsimmons directly to Becker, a dealer in commercial paper. Becker, 
Secretary as a principal, will reoffer such commercial paper to not 


i more than 200 of its customers whose names appear on a 








‘ non-public list prepared by Becker in advance. No additions 
will be made to such list of customers. The commercial 
2, PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 paper so issued and sold will be in the form of unsecured 
Release No. 18725/December 23, 1974 promissory notes having varying maturities of not in excess 
of 270 days. Actual maturities will be determined by mar- 
In the Matter of ket conditions, the effective interest cost to Yankee Atomic, 
and Yankee Atomic’s cash requirements at the time of 
YANKEE ATOMIC ELECTRIC COMPANY issuance. The commercial paper will be in denominations 
Westborough, Massachusetts 01581 of not less than $50,000 and not more than $1,000,000, 
and will not by its terms be prepayable prior to maturity. 
(70-5577) The commercial paper will be purchased by Becker from 
Yankee Atomic at a discount which will not be excess of 
ORDER AUTHORIZING ISSUE AND SALE OF SHORT- the discount rate per annum prevailing at the date of is- 
( TERM PROMISSORY NOTES TO A BANK AND ADEAL- | suance for the particular maturity at which prime commer- 
| ER IN COMMERCIAL PAPER AND EXCEPTION FROM cial paper dealers. Becker will initially reoffer the com- 
COMPETITIVE BIDDING mercial paper at a discount rate not more than 1/8 of 1% 
per annum less than the prevailing discount rate to Yankee 
Yankee Atomic Electric Company (‘“Yankee Atomic’), an Atomic. The effective interest to Yankee Atomic on such 
electric utility subsidiary company of New England Electric paper will not exceed the effective interest cost at the time 
System and Northeast Utilities, registered holding com- of issue for borrowings from The First National Bank of 
| panies, has filed a declaration and an amendment thereto Boston, except that, in order to obtain maximum flexibility, 
with this Commission pursuant to Sections 6(a) and 7 of commercial paper with a maturity of not more than 90 days 
| the Public Utility Holding Company Act of 1935 (“Act’’) may be issued with an effective cost in excess of the ef- 
and Rule 50 promulgated thereunder regarding the following fective interest cost from The First National Bank of Boston. 
| proposed transactions. 
| Yankee Atomic requests exception from the competitive 
Yankee Atomic proposes to issue and sell from time to time, bidding requirements of Rule 50 with respect to the pro- 
but not later than December 31, 1975, short-term promis- posed issuance and sale of commercial paper pursuant to 
sory notes, in order to finance its nuclear fuel requirement, paragraph (a)(5) thereof on the grounds that the commer- 
4 and for other corporate purposes. The notes are expected cial paper to be issued will have maturities of not more than 
mI to be sold to The First National Bank of Boston, Boston, nine months, the current rates for commercial paper for 
i Massachusetts, or to A. G. Becker & Company, Incorporated prime borrowers such as Yankee Atomic are readily as- 
(“Becker’’), a dealer in commercial paper, or both, up to a certain by reference to daily financial publications and it is 





SEC DOCKET/787 









not practical to publish invitations for bids for commercial. 
paper. Yankee Atomic also requests authority to file cer- 
tificates under Rule 24 with respect to the issue and sale of 
commercial paper hereafter consummated pursuant to this 
proceeding on a quarterly basis. 


No fees or commissions are to be paid in connection with 
the proposed transactions. No state commission and no 
federal commission, other than this Commission, has juris- 
diction over the proposed transactions. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (Holding Company Act Release No. 18668), and no 
hearing has been requested of or ordered by the Commis 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
declaration, as amended, be permitted to become effective: 


1T 1S ORDERED, pursuant to the applicable provisions of 


the Act and rules thereunder, that said declaration, as amend- 


ed, be, and it hereby is, permitted to become effective forth- 
with, subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act, except that certificates of 
notification shall be filed as heretofore indicated. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18726/December 23, 1974 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 44308 


PENNSYLVANIA POWER COMPANY 
New Castle, Pennsylvania 16103 


(70-5578) 


ORDER AUTHORIZING ISSUE AND SALE OF COMMON 
STOCK BY SUBSIDIARY TO HOLDING COMPANY 


Ohio Edison Company (‘Ohio Edison”’), a registered hold- 
ing company and a public-utility company, and Pennsylvania 
Power Company (“Pennsylvania’’), its electric utility sub- 
sidiary, have filed an application-declaration and an amend- 
ment thereto with this Commission pursuant to Sections 6 
(b), 9(a), 10 and 12(f) of the Public Utility Holding Com- 
pany Act of 1935 (’Act’’) and Rules 43(a) and 50(a)(3) 
promulgated thereunder regarding the following proposed 
transaction. 


Pennsylvania proposes to issue and sell to Ohio Edison, its 
parent, and Ohio Edison proposes to purchase from Penn- 
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sylvania, 200,000 shares (hereinafter referred to as the “‘new 
Common Stock”’) of its authorized but unissued Common 


Stock at a price per share equal to the par value thereof MW 
($30 per share), for a total! cash consideration of $6,000,000. 


The proceeds from the sale of the new Common Stock will 
be used to construct and acquire new facilities and for the 
betterment of existing facilities, to repay a part of bank 
loans (estimated to aggregate $12,500,000 at the time of 
the sale of the new Common Stock) incurred for such pur- 
poses,’ and to reimburse its treasury in part for monies ex- 
pended for such purposes. 


The fees and expenses to be paid by Pennsylvania in connec- 
tion with the issue and sale of the new Common Stock are 
estimated to total $3,100, including legal fees of $1,000. 
The Pennsylvania Public Utility Commission has authorized 
the proposed issue and sale by Pennsylvania of the new Com- 
mon Stock and that no other state commission and no fed- 
eral commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- \ 
gated under the Act (Holding Company Act Release No. 
18678), and that no hearing has been requested of or order- 

ed by the Commission. Upon the basis of the facts in the 

record, it is hereby found that the applicable standards of 

the Act and the rules thereunder are satisfied and that no 

adverse findings are necessary; and that it is in the public 

interest and in the interest of investors and consumers that | 
said application-declaration, as amended, be granted and ‘ 
permitted to become effective: : i 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to deiegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 | 
Release No. 18727/December 23, 1974 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 15907 


(70-5582) 


ORDER AUTHORIZING ISSUE AND SALE OF SHORT- 
TERM NOTES TO BANKS 


| 
| 
| 
| 






Pennsylvania Electric Company (‘‘Penelec’’), an electric 
utility subsidiary company of General Public Utilities 
Corporation, a registered holding company, has filed an ap- 
plication with this Commission pursuant to Section 6(b) of 







of 


S 





— 


the Public Utility Holding Company Act of 1935 (‘‘Act’’) 
regarding the following proposed transaction. 


Penelec requests that, for the period commencing on Janu- 
ary 1, 1975, and ending December 31, 1975, it be permitted 
from time to time to issue or renew notes, of a maturity of 
nine months or less evidencing short-term bank borrowings 
provided that the aggregate principal amount of such notes 
to be outstanding at any one time shall not exceed the 
lesser of (A) $88,000,000, or (B) 10% of the sum of (i) 

the principal amount of Penelec’s outstanding first mort- 
gage bonds and debentures, (ii) the par value of Penelec’s 
outstanding preferred stock, (iii) the par value of Penelec’s 
outstanding common stock, and (iv) the capital surplus of 
Penelec. 


The new notes will bear interest at a rate not exceeding the 
prime rate, which may be the floating rate of the lending 
bank, for commercial borrowing at the date of issue of such 
note, will mature not more than nine months from the date 
of issue, will be prepayable at any time without premium, 
and will not be issued as a part of a public offering. Al- 
‘though no commitments or agreements for such borrowings 
have been made, Penelec expects that, as and to the extent 
that its cash needs require, borrowings will be effected 

from among 49 designated banks. 


It is stated that Penelec is required to maintain compensa- 
ting balances with each of the banks equal to 10% of the 
line of credit or 20% of the amounts actually borrowed, 
whichever is higher. Assuming a 10%2% prime rate and a 
20% compensating balance, the effective interest rate to be 
paid by Penelec is 13.1%. 


Penelec proposes to utilize the proceeds of the proposed 
borrowings to provide funds for its short-term working capi- 
tal requirements, including repayment of other short-term 
borrowings, and to provide a temporary source of funds for 
construction expenditures. 


The fees and expenses to be paid by Penelec in connection 
with the proposed transactions are estimated at $8,500, in- 
cluding legal fees of $6,000, and no state commission and no 
federal commission, other than this Commission, has juris- 
diction over the proposed transactions. 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (Holding Company Act Release No. 18675), and no 
hearing has been requested of or ordered by the Commis 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary ; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said ap- 
plication be granted: 


IT |S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application be, and 
it hereby is, granted forthwith, subject to the terms and 


conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18728/December 23, 1974 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


(70-5580) 


ORDER AUTHORIZING ISSUE AND SALE OF NOTES 
TO BANKS AND TO DEALER IN COMMERCIAL PAPER 
AND EXCEPTION FROM COMPETITIVE BIDDING 


Louisiana Power & Light Company (“Louisiana’’), a public 
utility subsidiary company of Middle South Utilities, Inc. 
(‘Middle South”), a registered holding company, has filed 

a declaration and an amendment thereto with this Com- 
mission pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) and Rule 50(a)(5) 
promulgated thereunder regardiiig the following proposed 
transactions. 


Louisiana proposes, from time to time through June 30, 
1976, to issue ard sell short-term notes to banks and to a 
dealer in commercial paper, in an aggregate principal amount 
not exceeding $70,000,000 outstanding at any one time. 
Louisiana intends to utilize the proceeds of the sale of its 
notes for construction expenditures and other corporate 
purposes. Louisiana’s construction program contemplates 
expenditures of approximately $139,500,000 in 1974, 
$140,000,000 in 1975, and $142,000,000 in 1976. 


The proposed commercial bank loans will be evidenced by 
unsecured promissory notes of Louisiana, each to the order 
of the lending bank, maturing not later than December 31, 
1976, and bearing interest at the prime rate in effect from 
time to time at certain New York banks. Such notes wil! be 
subject to prepayment, in whole at any time or in part from 
time to time, without penalty or premium. The names of 
the banks and their respective commitments for the period 
ending December 31, 1975, are as follows: 


The Chase Manhattan Bank (N.A.), New York, N.Y. $16,000,000 


Whitney National Bank of New Orleans, La. 8,000,000 
First National Bank of Commerce, New Orleans, La. 6,000,000 
The Hibernia National Bank in New Orleans, La. 2,500,000 
Irving Trust Company, New York, N.Y. 2,000,000 
National American Bank of New Orleans, La. 2,000,000 
The Bank of New Orleans & Trust Company, 

New Orleans, La. 500,000 
Central Bank, Monroe, La. 500,000 
The National Bank of Commerce in Jefferson 

Parish, New Orleans, Louisiana 750,000 
First State Bank & Trust Company, Bogalusa, La. 300,000 
First National Bank of West Monroe, La. 150,000 
Terrebonne Bank & Trust Company, Houma, La. 100,000 
First National Bank of Jefferson Parish, Gretna, La. 200,000 
Guaranty Bank & Trust Company, Gretna, La. 100,000 
Metairie Bank & Trust Company, Metairie, La. 100,000 
The Ouachita National Bank in Monroe, La. 100,000 
American Bank & Trust Company in Monroe, La. 100,000 
Citizens Bank & Trust Company, Thibodaux, La. 20,006 
First Guaranty Bank, Hammond, La. 75,000 
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Assumption Bank & Trust Company, 


Napoleonville, La. $ 100,000 
Bank of Louisiana in New Orleans, La. 60,000 
Bank of the South, Gretna, La. 60,000 
Franklin State Bank & Trust Company, 

Winnesboro, La. 50,000 
Winnsboro State Bank & Trust Company, 

Winnsboro, La. 50,000 
Bastrop National Bank, Bastrop, La. 100,000 
Bank of Morehouse, Bastrop, La. ____25,000° 

$39,940,000 





cated will be set forth in subsequent amendments hereto. 
itis stated that Louisiana maintains accounts with the 
landing banks, that, at September 30, 1974, balances in such 
accounts aggregated $2,231,339, and that, although the 
balances in some of these accounts may be deemed to be 
compensating balances, most of the bank accounts are work- 
ing accounts and fluctuations in their balances do not re- 
flect or depend upon fluctuations in the amount of bank 
loans outstanding. The minimum balances customarily 
maintained in such bank accounts aggregate $2,379,500, 
and Louisiana believes that these balances are adequate as 

of this time. If minimum balances of 10% or 20% were re- 
quired, the effective rate of interest would be 11.11% and 
12.50%, respectively, based on . prime rate of 10%. 


The commercial paper will have maturities of not over 9 
months, and will be sold by Louisiana directly to Lehman 
Commercial Paper, Inc. (““Lehman’’) in denominations 

of not less than $50,000 or more than $1,000,000, at a dis- 
count which will not be in excess of the discount rate per 
annum prevailing at the date of issuance for commercial 
paper of comparable quality and maturity. No commer- 
cial paper notes will be issued having a maturity of more 
than 90 days if the effective interest cost thereof would ex- 
ceed that at which Louisiana could borrow from banks. 


No commission or fee will be payable in connection with 
the issue and sale of the commercial paper notes. Lehman, 
as principal, will reoffer such notes at a discount of 1/8 of 
1% per annum less than the prevailing discount rate to 
Louisiana. The notes will be reoffered in a manner which 
will not constitute a public offering to no more than 100 
identified and designated customers in a list (nonpublic) 
prepared in advance by Lehman. 


Louisiana requests exception from the competitive bidding 
requirements of Rule 50 for the proposed issue and sale of 
its commercial paper pursuant to paragraph (a)(5) thereof. 
It is stated that it is not practical to invite competitive bids 
for commercial paper and that current rates for commercial 
paper for such prime borrowers as Louisiana are published 
daily in financial publications. Louisiana also requests au- 
thority to file certificates under Rule 24 with respect to the 
issue and sale of commercial paper on a quarterly basis. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (Holding Company Act Release No. 18682), and no 
hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
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Any changes in the named banks or in the amounts indi- 


found that the applicable standards of the Act and the rules , 


thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said dec- 
laration, as amended, be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as a- 
mended, be, and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons. 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18729/December 23, 1974 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
280 Park Avenue 
New York, New York 10017 


(70-5593) 


NOTICE OF PROPOSED ISSUE AND SALE OF COM- 
MON STOCK BY HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Middle South Utilities, 
Inc. (‘Middle South”’), a registered holding company, has 
filed a declaration and an amendment thereto with this 
Commission pursuant to the Public Utility Holding Com- 
pany Act of 1935 (‘‘Act’’), designating Sections 6(a) and 7 
of the Act as applicable to the proposed transaction. All 
interested persons are referred to the declaration, which is 
summarized below, for a complete statement of the pro- 
posed transaction. 


Middle South proposes to issue and sell additional author- 
ized but unissued shares of its common stock, $5 par value, 
through a direct negotiated sale to a group of underwriters, 
managed by Kidder, Peabody & Co. Incorporated, Merrill 
Lynch, Pierce, Fenner & Smith Incorporated, and Goldman, 
Sachs & Co., who will agree to make a prompt public offer- 
ing thereof. The number of shares of common stock to be 
sold will be determined in the light of market conditions 
at the time of the sale and set forth in an amendment, to 
be filed prior to entry of the Commission’s order. Middle 
South is planning to raise approximately $75,000,000 in 
net proceeds from said sale of common stock. On Decem- 
ber 18, 1974, the closing price of Middle South’s common 
stock on the New York Stock Exchange was $12.50 per 
share. The competitive bidding requirements of Rule 50 
are not applicable because of the temporary suspension 
thereof by the Commission with respect to common stock 
issues of registered holding companies (HCAR No. 18646 
(November 7, 1974)). 


The net proceeds to be derived from the sale of the common 
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stock will be applied to a reduction in the amount of bank 





loans made to Middle South and outstanding at that time, 
presently estimated to be $143,700,000. 


The fees and expenses incurred or to be incurred in connec- 
tion with the proposed transaction are estimated at $285,000, 
including legal fees of $45,000 and auditors’ fees of $20,000. 
It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 

the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 20, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said declaration which he desires to 
controvert; or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such re- 
quest should be served personally or by mail (air mail if the 
person being served is located more than 500 miles from the 
point of mailing) upon the declarant at the above-stated ad- 
dress, and proof of service (by affidavit or, in case of an at- 
torney-at-law, by certificate) should be filed with the re- 
quest. At any time after said date, the declaration, as a- 
mended or as it may be further amended, may be permitted 
to become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from its rules as provided 
in Rules 20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18730/December 24, 1974 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 


(70-4925) 
SUPPLEMENTAL ORDER AUTHORIZING INCREASE 


IN AMOUNTS OF UNSECURED PROMISSORY NOTES 
TO BE SOLD TO BANKS 


General Public Utilities Corporation (“GPU”), a registered 
holding company, has filed with this Commission post-ef- 
fective amendments to its declaration previously filed in 
this matter pursuant to Sections 6(a) and 7 of the Public 
Utility Holding Company Act of 1935 (“Act’’) regarding 
the following proposed transaction. 


By orders dated June 29, 1970, November 4, 1970, August 
23, 1971, December 27, 1973, June 4, 1974, and June 13, 
1974 (Holding Company Act Release Nos. 16770, 16892, 
17243, 17829, 18433, and 18457), the Commission author- 
ized GPU until December 31, 1974, (a) to issue and sell 
from time to time its unsecured promissory notes in an ag- 
gregate principal amount outstanding at any one time of up 
to $85,000,000 to a group of commercial banks pursuant 
to a credit agreement and (b) to issue and sell GPU's un- 
secured promissory notes in an aggregate principal amount 
of up to $50,000,000 to various commercial banks pursuant 
to informal lines of credit, provided that the aggregate 
principal amount of all of GPU’s unsecured promissory 
notes outstanding at any one time shall not exceed 
$125,000,000. 


GPU now seeks authority (1) to increase by $50,000,000 
(from $85,000,000 to $135,000,000) the amount which it 
may borrow under the aforementioned credit agreement as 
the same is to be amended and (2) to extend, from Decem- 
ber 31, 1974, to December 31, 1975, the period during 
which it may effect borrowings under the credit agreement 
and under the informal lines of credit provided that the 
aggregate amount to be outstanding at any one time will not 
be in excess of $175,000,000. In all other respects, the 
transaction as heretofore authorized remains unchanged. 


It is represented that GPU will not incur the additional 
$50,000,000 in short-term debt without first retiring the 
$50,000,000 of debentures authorized in File No. 70- 
4794 (Holding Company Act Release No. 16770). 


The banks to which GPU will sell its unsecured promissory 
notes and the maximum to be outstanding at any one time 
for each bank is as follows: 


Bank 
First National City Bank, 


Amount of Commitment 


New York, New York $ 55,000,000 
Chemical Bank 

New York, New York 40,000,000 
Marine Midland Bank-New York 

New York, New York 19,000,000 
Fidelity Bank 

Philadelphia, Pa. 10,000,000 
Manufacturers Hanover Trust Company 

New York, New York 7,000,000 
United States Trust Company 

New York, New York 4,000,000 

$135,000,000 


The fees and expenses incurred by GPU in connection with 
the proposed transaction are estimated at $4,500, including 
legal fees of $4,000. It is stated that no state commission 
and no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said post-effective amendments 
to the declaration has been given in the manner prescribed 
in Rule 23 promulgated under the Act (Holding Company 
Act Release No. 18556) and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby fuund that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
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investors and consumers that said declaration, as now a- 
mended, be permitted to become effective: 


1T 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as now 
amended, be, and it hereby is, permitted to become ef- 
fective forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18731/December 24, 1974 


In the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 26554 


THE POTOMAC EDISON COMPANY 
Hagerstown, Maryland 21740 


WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 15601 


(70-5579) 


ORDER AUTHORIZING ISSUE AND SALE OF SHORT- 
TERM NOTES TO BANKS AND COMMERCIAL PAPER 
DEALERS AND EXCEPTION FROM COMPETITIVE 
BIDDING 


Monongahela Power Company (““Monongahela’”’), The 
Potomac Edison Company (“PE’’), and West Penn Power 
Company (‘West Peiin’’), public utility subsidiaries of 
Allegheny Power System, Inc., a registered holding com- 
pany, have filed an application with this Commission pur- 
suant to Section 6(b) of the Public Utility Holding Com- 
pany Act of 1935 (“Act’’), and Rule 50(a)(5) promulgated 
thereunder regarding the following proposed transactions. 


By order dated July 27, 1973 (Holding Company Act Re- 
lease No. 18041), this Commission, among other things, 
authorized the issue and sale of short-term notes to banks 
and to dealers in commercial paper from time to time for 
the period July 31,19 73, to December 31, 1974. 


It is now proposed that Monongahela, PE and West Penn 

issue and sell short-term notes to banks or dealers in com- 
mercial paper for the period December 31, 1974 through 
June 1, 1976, up to the following amounts: 


Monongahela $42,000,000 
$68,000,000 
West Penn $72,000,000 


The foregoing amounts in each case include any notes which 
may remain outstanding under the Commission’s Order in 
File No. 70-5357. As of October 31,1974, Monongahela 
had outstanding $19,000,000, PE $42,681,000, and West 
Penn $33,000,000 of short-term notes to banks and it is 
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expected that on December 31, 1974, Monongahela, PE and 
West Penn will have outstanding $11,500,000, 

$48,481,000, and $2,000,000 of short-term notes respec- \Y 
tively. an 





Monongahela, PE, and West Penn propose to issue, reissue, 
sell and renew from time to time short-term notes to banks 
and to dealers in commercial paper prior to June 1, 1976, 
provided that in no case shall any of such notes mature later 
than October 1, 1976. Each note payable to a bank proposed 
to be issued will be dated as of the date of the borrowing 
which it evidences and wil! mature not more than 270 days 
after the date of issuance or renewal thereof, will bear inter- 
est at the prime, or comparable, interest rate of the barik 
from which the borrowing is made, in effect at the time of | 
issuance, or in effect from time to time, and will be pre- 
payable at any time without premium or penalty. The 

name or names of the banks from which such borrowings 

are proposed to be effected and the maximum amount out- 
standing at any one time of borrowings from each are as 
follows: 





Monongahela | 
First National City Bank $40,000,000 
Mellon Bank N.A. $35,000,000 
Chemical Bank $35,000,000 
Pittsburgh National Bank $ 7,500,000 


Manufacturers Hanover Trust Co.$35,000,000 
Chase Manhattan Bank N.A. 
Irving Trust Co. 


$ 2,500,000 
$ 5,000,000 


\ 
Manufacturers Hanover Trust Co$35,000,000 

Chase Manhattan Bank N.A. $ 2,500,000 

Irving Trust Co. $ 5,000,000 

PE 
First National City Bank $55,000,000 | 
Mellon Bank N.A. $35,000,000 

Chemical Bank $35,000,000 ‘ ' 
Pittsburgh National Bank $ 7,500,000 
Manufacturers Hanover Trust Co.$35,000,000 

Chase Manhattan Bank N.A. $ 2,500,000 
Irving Trust Co. $ 5,000,000 | 
West Penn 

First National City Bank $55,000,000 

Mellon Bank N.A. $35,000,000 

Chemical Bank $35,000,000 

Pittsburgh National Bank $ 7,500,000 


The companies affiliated in the Allegheny Power System 
(Monongahela, PE, West Penn and Allegheny Power System, | 
Inc.) have established lines of credit with various banks for 
short-term borrowing. In connection with these lines of 

credit System companies maintain compensating bank 
balances, generally, either on the basis of 10% of the line of 
credit established or 20% of notes outstanding, whichever ( 
is higher, or 10% of the line of credit and 10% of notes out- 
standing, in each case on an average annual basis. On the | 
basis of balances equal to 20% of the notes outstanding the 
effective interest cost to each of the companies of issuing 
and selling the notes to banks on the basis of a prime com- | 
mercial credit or comparable rate of 10.50% would be 13.1%. 


It is also proposed that Monongahela, PE and West Penn is- 
sue and sell commercial paper which will be in the form of 
promissory notes in denominations of not less than $50,000 
nor more than $5,000,000 and will be of varying maturities, 
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with no maturity more than 270 days after the date of issue; 


none will be prepayable prior to maturity. The commercial 
paper notes will be sold directly to dealers in commercial 
paper at a discount, not in excess of the discount rate per 
annum prevailing at the time of issuance for commercial 
paper of comparable quality and of the particular maturity 
sold by issuers to dealers in commercial paper. The dealer 
or dealers may reoffer the commercial paper at a discount 
rate of 1/8 of 1% per annum less than the discount rate to 
Monongahela, Pe or West Penn. Monongahela, Pe and 
West Penn may issue commercial paper notes if (1) the in- 
terest cost thereof is equal to or less than the effective 
interest cost at which such company could borrow the 
same amount from the banks named herein at that time or 
(2) such company cannot at that time borrow the same 
amount for the same period of time from the banks named 
herein. Such dealer or dealers will reoffer the commercial 
paper notes to not more than 200 of its or their customers 
identified and designated in a list for each company (non- 
public) prepared in advance. In the event Monongahela, PE 
or West Penn designates more than one such dealer, the 
aggregate number of customers of all such dealers for the 
designating company shall not exceed 200. 


The proceeds from the issuance and sale of such notes will 
be used by each of the companies to reimburse its corporate 
treasury for past expenditures made in connection with its 
construction program or to pay part of the cost of future 
construction. 


Monongahela, PE, and West Penn request an exception from 
the competitive bidding requirements of Rule 50 for the 
proposed issue and sale of its commercial paper pursuant to 
paragraph (a)(5) thereof. It is stated that it is not practicable 
to invite competitive bids for commercial paper and that 
current rates for commercial paper for prime borrowers such 
as the companies are published daily in financial publica- 
tions. 


Each applicant also requests authority to file certificates 
under Rule 24 with respect to the issue and sale of com- 
mercial paper hereafter consummated pursuant to this ap- 
plication on a quarterly basis. 


No fees or expenses are expected to be incurred by the com- 
panies in connection with the proposed transactions. No 
state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
actions. 


Due notice of the filing of said application has been given 

in the manner prescribed in Rule 23 promulgated under 

the Act (Holding Company Act Release No. 18677), and 

no hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public inter- 

est and in the interest of investors and consumers that said 
application be granted: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application be, and 
it hereby is, granted forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 


Act, except that certificates of notification shall be filed as 
heretofore indicated. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18732/December 24, 1974 


In the Matter of 


METROPOLITAN EDISON COMPANY 
Berks County, Pennsylvania 19605 


(70-5581) 


ORDER AUTHORIZING ISSUE AND SALE OF SHORT- 
TERM NOTES TO BANKS 


Metropolitan Edison Company (‘’Met-Ed’’), an electric 
utility subsidiary company of General Public Utilities Cor- 
poration, a registered holding company, has filed an applica- 
tion with this Commission pursuant to Section 6(b) of the 
Public Utility Holding Company Act of 1935 (‘’Act’’), 
regarding the following proposed transaction. 


Met-Ed requests that, for the period commencing on Janu- 
ary 1, 1975, and ending December 31, 1975, it be permit- 
ted from time to time to issue or renew notes, of a maturity 
of nine months or less evidencing short-term bank borrow- 
ings provided that the aggregate principal amount of such 
notes to be ourstanding at any one time shall not exceed 
the lesser of (A) $70,000,000, or (B) 10% of the sum of 

(i) the principal amount of Met-Ed’s outstanding first mort- 
gage bonds and debentures, (ii) the par value of Met-Ed’s 
outstanding preferred stock, (iii) the par value of Met-Ed’s 
outstanding common stock, and (iv) the capital surplus of 
Met-Ed. 


The new notes will bear interest at a rate not exceeding the 
prime rate, which may be the floating rate of the lending 
bank, for commercial borrowing at the date of issue of such 
note, will mature not more than nine months from the date 
of issue, will be prepayable at any time without premium, 
and will not be issued as a part of a public offering. Al- 
though no commitments or agreements for such borrowings 
have been made, Met-Ed expects that, as and to the extent 
that its cash needs require, borrowings will be effected from 
among 36 designated banks. 


It is stated that Met-Ed is required to maintain compensating 
balances with each of the banks equa! to 10% of the line of 
credit or 20% of the amounts actually borrowed, whichever 
is higher. Assuming a 10%2% prime rate and a 20% compen- 
sating balance, the effective interest rate to be paid by Met- 
Ed is 13.1%. 


Met-Ed proposes to utilize,the proceeds of the proposed bor- 
rowings to provide funds for its short-term working capital 
requirements, including repayment of other short-term bor- 
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rowings, and to provide a temporary source of 
funds for construction expenditures. 


The fees and expenses to be paid by Met-Ed in connection 
with the proposed transaction are estimated at $8,500, in- 
cluding legal fees of $6,000. No state commission and no 
federal commission, other than this Commission, has juris- 
diction over the proposed transaction. 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (Holding Company Act Release No. 18681), and no 
hearing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in the 
interest of investors and consumers that said application be 
granted: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, be, and 
it hereby is, granted forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18733/December 24, 1974 


In the Matter of 


PENNSYLVANIA POWER COMPANY 
1 East Washington Street 
New Castle, Pennsylvania 16103 


(70-5591) 


NOTICE IS HEREBY GIVEN that Pennsylvania Power Com- 
pany (‘“Pennsylvania’’), an electric utility subsidiary com- 
pany of Ohio Edison Company (‘‘Ohio Edison”’), a register- 
ed holding company, has filed an application-declaration 
and amendments thereto with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 (‘Act’), 
designating Sections 6(a), 7, 12(c) and 12(e) of the Act and 
Rules 42, 50, 62 and 65 promulgated thereunder as appli- 
cable to the proposed transactions. All interest persons are 
referred to the application-declaration, which is summarized 
below, for a complete statement of the proposed trans- 
actions. 


Pennsylvania proposes a series of transactions involving the 
proposed issuance and sale of a new series of preferred stock 
and a proposed amendment to Pennsylvania’s Agreement of 
Merger and Consolidation (‘‘charter’’). Notice of the pro- 
posed charter amendmend has previously been issued in this 
proceeding (Holding Company Act Release No. 18710). 


As the next step in the proposed transactions, Pennsylvania 
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proposes to issue and sell up to 80,000 shares of a new 
series of its preferred stock (“‘stock’’). Pennsylvania will in- 
vite bids for the stock pursuant to the competitive bidding 
requirements of Rule 50. The price of the stock (which shall "ay 
not be less than $100 nor more than $102.75 per share) and 
the dividend rate (which shall be a multiple of .04%) will be 
dztermined by the competitive bidding. In the event com- 
petitive bidding is not feasible, Pennsylvania has requested 
an exception from the competitive bidding requirements of 
Rule 50. 





Pennsylvania proposes to include in the terms of the stock 
provisions for a mandatory sinking fund to retire a certain 
number of shares annually. Pennsylvania also proposes that 
an optional redemption price be established which will be 
maintained at a certain price level for up to a ten-year 
period. Terms of the stock will include a prohibition, until 
January 1980, against refunding the issue, directly or indir- ' 
ectly, with the proceeds of funds borrowed at a lower ef- 
fective interest cost or derived from the issuance of other 
stock ranking, as to dividends or assets, prior to or on a 
parity with the new stock at a lower effective dividend 
cost. 





Proceeds of the sale of the stock will be applied to the pay- 
ment of unsecured short-term indebtedness of Pennsylvania 
(estimated to amount to $10,500,000 at the time of issue), 
or for construction expenditures, or to reimburse its treasury 
for such expenditures. 


\ 
Fees and expenses to be incurred in connection with the 
proposed transaction are to be supplied by amendment. | 
it is stated that the Pennsylvania Public Utilities Commis- ‘ 
sion has jurisdiction over the proposed issue and sale of stock ( 
and that no other state commission and no federal commis- ( 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. | 


4 
NOTICE IS FURTHER GIVEN that any interested persons 
may, not later than January 16, 1975, request in writing that | 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issue of fact 
or law raised by said application-declaration, as amended, 
which he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securi- | 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing)upon the appli- 
cant-declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney-at-law, by 
certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended, or 
as it may be further amended, may be granted and permit- 
ted to become effective as provided in Rule 23 of the Gen- 
eral Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


| 
| 
| 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18734/December 24, 1974 


In the Matter of 


OHIO EDISON COMPANY 
47 North Main Street 
Akron, Ohio 44308 


(70-5590) 


NOTICE OF PROPOSED ISSUE AND SALE OF CUMULA- 
TIVE PREFERRED STOCK 


NOTICE IS HEREBY GIVEN that Ohio Edison Company 
(“Ohio Edison’), a registered holding company and an elec- 
tric public utility company, has filed an application- 
declaration, and amendments thereto, with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (‘“Act’’), designating Sections 6(a), 7, and 12(e) of the 
Act and Rules 42, 50, 62 and 65 promulgated thereunder as 
applicable to the proposed transactions. All interested 


persons are referred to the application-declaration, as amend- 


ed, which is summarized below, for a complete statement 
of the proposed transactions. 


Ohio Edison proposes a series of transactions involving the 


proposed issuance and sale of a new series of preferred stock, 


the issuance of first mortgage bonds for sinking fund pur- 
poses and a proposed amendment to Ohio Edison’s Articles 
of Incorporation (‘‘charter’’). Notice of the proposed char- 
ter amendment and issuance of bonds for sinking fund 
purposes has previously been issued in this proceeding 
(Holding Company Act Release No. 18711). 


As the next step in the proposed transactions, Ohio Edison 
proposes to issue and sell up to 400,000 shares of a new 
series of its preferred stock (“stock’’). Ohio Edison will in- 
vite bids for the stock pursuant to the competitive bidding 
requirements of Rule 50. The price of the stock (which 
shall not be less than $99 nor more than $102.75 per 
share) and the dividend rate (which shall be a multiple of 
.04%) will be determined by the competitive bidding. In 
the event competitive bidding is not feasible, Ohio Edison 
has requested an exception from the competitive bidding 
requirements of Rule 50. 


Ohio Edison proposes to include in the terms of the stock 
provisions for a mandatory sinking fund to retire a certain 
number of shares annually. Ohio Edison also proposes that 
an optional redemption price be established which will be 
maintained at a certain level for up to a ten year period. 
Terms of the stock will include a prohibition, until January 
1, 1980, against refunding the issue, directly or indirectly, 
with the proceeds of funds borrowed at a lower effective 
interest cost or derived from the issuance of other stock 


ranking, as to dividends or assets, prior to or on a parity with 


the new stock at a lower effective dividend cost. 


Proceeds of the sale of the stock will be applied to the pay- 
ment of unsecured short-term indebtedness of Ohio Edi- 

son, to construction expenditures or to reimburse its treasury 
therefor. It is stated that Ohio Edison anticipates it will 

have short-term debt outstanding of approximately $40,000,- 
000 at the time of the sale of the stock. 


Fees and expenses to be incurred in connection with the 
proposed transaction will be supplied by amendment. It is 
stated that the Public Utilities Commission of Ohio has 
jurisdiction over the proposed sale of the stock and that no 
other state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 16, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration, as amend- 
ed, which he desires to controvert; or he may request that he 
be notified if the Commission should order a hearing there- 
on. Any such request should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or by 
mail (air mail if the person being served is located more than 
500 miles from the point of mailing) upon the applicant- 
declarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney-at-law, by certificate) 
should be filed with the request. At any time after said 
date, the application-declaration, as amended or as it may 
be further amended, may be granted and permitted to be- 
come effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as provided in 
Rules 20(a) arid 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8621/December 19, 1974 


In the Matter of 
SECURITY EQUITY FUND, INC. 


SECURITY INVESTMENT FUND, INC. 
SECURITY ULTRA FUND, INC. 
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and 


SECURITY DISTRIBUTORS, INC. 
Security Benefit Life Building 

700 Harrison Street 

Topeka, Kansas 66636 


(812-3695) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
APPROVING AN OFFER OF EXCHANGE AND PURSU- 
ANT TO SECTION 6(c) GRANTING EXEMPTION FROM 
THE PROVISIONS OF SECTION 22(d) OF THE ACT AND 
RULES 22d-1 AND 22d-2 THEREUNDER. 


Security Equity Fund, Inc., Security Investment Fund, Inc., 
and Security Ultra Fund, Inc. (collectively referred to as 
the ‘‘Funds’’), each of which is registered as an open-end 
diversified management investment company under the In- 
vestment Company Act of 1940 (“Act’’), and Security Dis- 
tributors, Inc. (“Distributors”) (collectively referred to with 
the Funds as the ““Applicants”’) filed an application on 
September 9, 1974 and an amendment thereto on October 
25, 1974, for an order (1) pursuant to Section 11(a) of the 
Act to permit the Funds to offer to exchange their shares 
for shares of Security Bond Fund, Inc. (“Bond Fund’’) ona 
basis other than their relative net asset value per share at 
the time of the exchange and (2) pursuant to 6(c) of the 
Act granting exemption from Section 22(d) of the Act and 
Rules 22d-1 and 22d-2 thereunder, in connection with such 
exchanges. 


On November 18, 1974, a notice (Investment Company Act 
Release No. 8588) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that the 


granting of the Application is appropriate in the public inter- 


est and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of the 
Act. 


IT 1S ORDERED, pursuant to Section 11 of the Act, that 
Bond Fund Shares, purchased at a public offering price 
determined pursuant to a sales load schedule that is lower 
than the schedule applicable to the Funds, may be exchang- 
ed for shares of any of the Funds on the basis of relative net 
asset values at the time of exchange plus the sales charge 
described in the prospectus of the Fund being acquired !ess 
the sales charge paid on such Bond Fund shares at the time 
they were originally purchased; 


iT IS FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the exchange of Bond Fund shares, purchased 
at a public offering price determined pursuant to a sales load 
schedule that is lower than the schedule applicable to the 
Funds, for shares of any of the Funds on the basis of their 
relative net asset value per share at the time of the exchange 
plus the sales charges described in the prospectus of the 
Fund whose shares are being acquired less an amount equal 
to the sales charge that was paid on the Bond Fund shares 
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being exchanged be, and is hereby, exempted from the pro- 
visions of Section 22(d) and Rule 22d-1 thereunder effective \ 
forthwith; and v 
IT 1S FURTHER ORDERED; pursuant to Section 6(c) of 

the Act, that the sale of shares of any one of the Funds, to 
persons who redeemed Bond Fund shares within the previous 
30 days, at net asset value plus sales charges equal to the dif 
ference between the sales charges that were paid on the Bond 
Fund shares that were redeemed and the sales charges on the 
Fund shares to be acquired with the proceeds of such re- 
demption be, and is hereby, exempted from the provisions 

of Section 22(d) and Rule 22d-2 thereunder effective forth- 
with. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8622/December 23, 1974 


In the Matter of 
NATIONWIDE LIFE INSURANCE COMPANY 
and 


NATIONWIDE DC VARIABLE ACCOUNT \ 
246 North High Street 
Columbus, Ohio 43216 


(812-3693) 


ORDER PURSUANT TO SECTION 11 OF THE ACT AP- 
PROVING CERTAIN OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) GRANTING EXEMPTION 
FROM THE PROVISIONS OF SECTIONS 22(d), 26(a), 
AND 27(c)(2) OF THE ACT 


On November 21, 1974, a notice was issued (Investment 
Company Act Release No. 8590) of an application filed on 
September 9, 1974, and amended on November 8, 1974, by 
Nationwide Life Insurance Company (‘Nationwide Life”), 
a stock life insurance company organized under the laws of 
the State of Ohio, and Nationwide DC Variable Account 
(“DCVA”), a unit investment trust registered under the In- 
vestment Company Act of 1940 (“‘Act”) (Hereinafter col- 
lectively referred to as ““Applicants’”’), pursuant to Section 
11 of the Act for an order to permit certain offers of ex- 
change and pursuant to Section 6(c) of the Act for exemp- 
tion from the provisions of Sections 22(d), 26(a), and 27(c) 
(2) of the Act. 


—_—_—_—" "sas 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 
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The matter has been considered, and it is found that the 
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granting of the application is appropriate in the public inter- 
est and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of the 
Act. Accordingly, 


{1T |S ORDERED, pursuant to Section 11 of the Act, that 
the proposed exchange offers are approved, and, pursuant 

to Section 6(c) of the Act, that the application for exemp- 
tion from the provisions of Section 22(d) of the Act, be, and 
hereby is, granted, effective forthwith. 


IT 1S FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the application for the aforementioned exemp- 
tions from the provisions of Sections 26(a) and 27(c)(2) of 
the Act be, and hereby is, granted, effective forthwith, sub- 
ject to the following conditions to which Applicants have 
consented: (1) that the charge under the variable annuity 
contracts for administrative services shall not exceed such 
reasonable amounts as the Commission shall prescribe, juris- 
diction being reserved for such purpose, and (2) that the 
payment of sums and charges out of the assets of DCVA 
shall not be deemed to be exempted from regulation by 

the Commission by reason of the requested order, pro- 

vided that Applicants’ consent to this condition shall not be 
determined to be a concession to the Commission of 
authority to regulate the payment of sums and charges out 
of such asseis, other than the charges for administrative 
services, and Applicants reserve the right in any proceeding 
before the Commission, or in any suit or action in any court, 
to assert that the Commission has no authority to regulate 
the payment of such other sums and charges. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8623/December 24, 1974 


In the Matter of 


BOSTON MUTUAL EQUITY GROWTH FUND, INC. 
120 Royal Street 
Canton, Massachusetts 02021 


THE PRUDENTIAL FUND OF BOSTON, INC. 
50 Congress Street 

Boston, Massachusetts 02109 

(812-3575) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING TRANSACTIONS FROM SECTION 17(a) 
OF THE ACT AND PURSUANT TO SECTION 6(c) EX- 
EMPTING TRANSACTIONS FROM RULE 22c-1 
PROMULGATED UNDER THE ACT 


Boston Mutual Equity Growth Fund, Inc. (“BMEG”) and 
The Prudential Fund of Boston (‘‘Prudential’’), each an open- 
end, diversified investment company registered under the 
Investment Company Act of 1940 (‘‘Act’’), filed an applica- 
tion on December 20, 1973 and amendments thereto on 





November 8, 1974 and November 25,1974, (1) pursuant to 
Section 17(b) of the Act for an order of the Commission 
exempting from the provisions of Section 17(a) of the Act 
certain transactions incident to the proposed merger of 
BMEG and Prudential through the conversion of all the out- 
standing common stock of Prudential through the conversion 
of all the outstanding common stock of Prudential into com- 
mon stock of BMEG and (2) pursuant to Section 6(c) of the 
Act for an order of the Commission exempting from the 
provisions of Rule 22c-1 promulgated under the Act the 
proposed determination of net asset values, for the pur- 
poses of computation of the conversion rate, at the close of 
business on the last day on which the New York Stock 
Exchange is open for unrestricted trading prior to the ef- 
fective date of the proposed merger. 


On November 27, 1974, a notice was issued (Investment 
Company Act Release No. 8594) of the filing of the appli- 
cation and améndments. The notice gave interested persons 
an opportunity to request a hearing and stated that an order 
disposing of the application might be issued on the basis of 
the information stated therein unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
terms of the transactions incident to the proposed merger 
are reasonable and fair and do not involve overreaching on 
the part of any person concerned, that such proposed 
transactions are consistent with the policies of BMEG and 
Prudential and with the general purposes of the Act, and 
that the requested exemption from Rule 22c-1 under the 
Act is necessary or appropriate in the public interest and 
consistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. 


IT IS ORDERED, effective forthwith, pursuant to Section 
17(b) of the Act, that the proposed merger transactions as 
set forth in the application and amendments thereto be, and 
they hereby are, exempted from the provisions of Section 
17(a) of the Act; and that, pursuant to Section 6(c) of the 
Act, the proposed transaction with respect to the determina- 
tion of net asset values as set forth in the application, as 
amended, be, and it hereby is, exempted from the provi- 
sions of Rule 22c-1 under the Act. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








LITIGATION 





Litigation Release No. 6647/December 20, 1974 


SEC v. CAMBRIDGE CAPITAL CORPORATION 
(N.D. GA ©74-2365A) 


Jule B. Greene, Administrator of the Atlanta Regional Office 
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of the Securities and Exchange Commission, today an 
nounced that on the Commission’s complaint Honorable 
Richard C. Freeman, United States District Judge for the 
Northern District of Georgia, at Atlanta, entered an order 
against Cambridge Capital Corporation, a Georgia corpora 
tion engaged in the business of land syndication and Stephen 
P. Lawson (its president), permanently enjoining them from 
further violations of the broker-dealer registration require- 


ments and anti-fraud provisions of the Federal securities laws. 


The defendants without admitting or denying the allega 
tions of the com: ‘aint, consented to entry of the order. 


The Court reserved its ruling with respect to the Commis 
sion’s request for the appointment of a Special Fiscal Agent 
for eight limited partnerships in which Cambridge and/or 
Lawson are the general partners. 





Litigation Release No. 6648/December 24, 1974 


SEC v. Potter Instrument Company, Inc., United States 
District Court for the District of Columbia, Civil Action No. 
74-1861. 


The Securities and Exchange Commission announced the 
filing of a complaint in the United States District Court for 
the District of Columbia on December 20, 1974, seeking a 
court order directing Potter Instrument Company, Inc. 
(“Potter’’), Plainview, Nassau County, New York, to comply 
with the reporting provisions of the Securities Exchange 

Act of 1934 (“Exchange Act’’) and seeking a permanent in 
junction against further such violations. 


According to the Commission’s complaint against Potter, 
that company failed to file its annual report on Form 10K 
for the fiscal year ended June 30, 1974 and their quarterly 
report on Form 10-Q for the quarter ended September 30, 
1974 with the Commission. 


Litigation Release No. 6649/December 24, 1974 


SEC v. Data Lease Financial Corporation, United States 
District Court for the District of Columbia, Civil Action No. 
74-1860 


The Securities and Exchange Commission announced the 
filing of a complaint in the United States District Court for 
the District of Columbia on December 20, 1974, seeking a 
court order directing Data Lease Financial Corporation 
("Data Lease’’) North Palm Beach, Florida, to comply with 
the reporting provisions of the Securities Exchange Act of 
1934 (“Exchange Act”) and seeking a permanent injunction 
against further such violations. 


According to the Commission’s complaint against Data 
Lease, that company failed to file, in proper form, its annual 
reports on Form 10K for its fiscal years ended June 30, 
1973 and June 30, 1974, with the Commission 
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Litigation Release No. 6650/December 24, 1974 


SEC v. ZENITH AMERICAN MANAGEMENT SERVICES, {jf 
LTD., ET AL. 1 
(Court Docket No. CV-74-3683-LTL) (C.D. CA) 


Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office, announced today that a complaint was filed on De- 
cember 17, 1974, in the U.S. District Court in Los Angeles 
against All American Fund, Inc., a Los Angeles based mutual 
fund registered with the Commission under the Investment 
Company Act of 1940, and three individuals and two com- 
panies associated with it in the management of the mutual 
fund. The complaint alleges that the defendants committed 
violations of the Investment Company Act, the Investment 
Advisers Act, and the Securities Exchange Act in connec- 
tion with certain fraudulent acts and practices in operating | 





and managing All American Fund. ! 
Named as defendants in addition to the mutual fund are 
Zenith American Mariagement Services, Ltd. (‘‘Zenith Man- 


agement’) of Los Angeles, the manager and investment ad- 
viser to the mutual fund, Zenith American Corporation 
(“Zenith American’’) of Los Angeles, the parent company of 
Zenith Management, Maxwell Rubin of Beverly Hills, an 
officer and director of Zenith American and a director of 
the mutual! fund, Stanley Rowan of Beverly Hills, an officer 
and director of Zenith American and a director of the mutual 
fund, and Nelson Sanesi of Granada Hills, California, an of- 
ficer and director of Zenith American and a director of the 
mutual fund. In substance, the complaint alleges that the 
defendants have ed and refused to cause Zenith Manage- 
ment to pay certain amounts of money owed by Zenith 
Management to the mutual fund and that because it ap- 
pears that Zenith Management and Zenith American are 
unable to make payment of the amounts owing, the mutual 
fund’s shares have been improperly and fraudulently 
valued. The complaint further alleges that false and mis- 
leading proxy material was disseminated to the mutual fund 
shareholders and that more than 60 percent of the directors 
of the mutual fund were interested persons in violation of 
the Investment Company Act. The complaint further seeks 
the appointment of a receiver for All American Fund. 


| 
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Litigation Release No. 6651/December 24, 1974 


SEC v. American Educational Specialists, Inc., et al. 
(N.D. Tex) 


Robert F. Watson, Administrator of the Fort Worth Region- 
al Office of the Securities and Exchange Commission today 
announced that on October 21, 1974, Federal District Judge 
Robert M. Hill, Dallas, Texas, entered an order granting a 
moticn for summary judgment for defendant B. F. Reames, 
Grand Prairie, Texas, and denying a similar motion by the 
Commission. 


The complaint filed by the Commission on March 13, 1974, 
sought injunctions against Reames and 14 other corporate 
and individual defendants prohibiting further violations of 
the registration and anti-fraud provisions of the federal secu- 
rities laws in the offer and sale of four Regulation A filings. 
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S, \ and/or permanently enjoining them. 
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All other defendants have consented to orders preliminarily 


For further information see Litigation Release Nos. 
6449, 6358 and 6284. 





Litigation Release No. 6652/December 24, 1974 


William D. Moran, Regional Administrator, New York and 
the Division of Enforcement of the Securities and Exchange 
Commission in Washington, D. C. announced today that the 
Honorable Milton Pollack, Judge, U.S. District Court for the 
Southern District of New York entered decrees of permanent 
injunction against C. J. Skelton, Ronald Rex Beasley, Robert 
P. Brady, Samuel Smoot, Theodore P. Beasley, Thomas G. 
Nash, Jr., and Westheimer, Fine, Berger and Company. The 
defendants consented to the entry of the injunctions with- 
out admitting or denying the Commissicn’s allegations in its 
complaint that Republic National Life Insurance Company, 
Realty Equities Corporation of New York, two accounting 
firms and eleven individuals participated in a long-continu- 
ing fraud in which Republic pumped huge amounts of cash 
into Realty to keep it solvent and to enable Realty to pay 
Republic on its numerous obligations owing to Republic. 
Previously, Realty, Republic and two individuals associated 
with Realty have been enjoined from further violations of 
the securities laws. 


Westheimer, Fine, Berger and Company has been enjoined 
from further violations of the anti-fraud and reporting pro- 
visions of the Exchange Act. Westheimer has also consented 
to an order pursuant to Rule 2(e) of the Commission’s Rules 
of Practice which provides for the appointment of a special 
consultant to review and report upon 15% of Westheimer’s 
audits of public companies. Pursuant to terms of the 2(e) 
order, Westheimer is also censured. 


Theodore P. Beasley, formerly Republic’s Chief Executive 
Officer, and Thomas G. Nash, Jr., formerly Republic’s 
President and General Counsel, were enjoined from further 
violations of the anti-fraud and reporting provisions of the 
Exchange Act. 


Defendants Skelton, R. Beasley, Brady and Smoot were 
formerly directors of Republic and members of Republic's 
Finance and Investment Committee. Each is enjoined from 
filing annual and other periodic reports of Republic with the 
Commission which are not complete and accurate in all 
material respects. Each is prohibited from participation in 
Republic’s investment decisions. 


For further information, see Litigation Release No. 6273 
March 8, 1974. 
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ACCOUNTING SERIES 
Release No. 165/December 20, 1974 


See Securities Act Release No. 5550/December 20, 1974 





ACCOUNTING SERIES 
Release No. 166/December 23, 1974 


See Securities Act Release No. 5551/December 23, 1974. 





ACCOUNTING SERIES 
Release No. 167/December 24, 1974 


See Securities Exchange Act Release No. 11153/December 
24, 1974. 
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FOR SALE BY THE SUPERINTENDENT OF DOCUMENTS, 
U.S. GOVERNMENT PRINTING OFFICE, WASHINGTON, D. C. 20402 
SUBSCRIPTION PRICE: $21.35 A YEAR 
$5.35 ADDITIONAL FOR FOREIGN MAILING 


THE PRINTING OF THIS PUBLICATION HAS BEEN APPROVED BY THE 
OFFICE OF MANAGEMENT AND BUDGET 
(JANUARY 1, 1974) 
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